INTEREST DURING CONSTRUCTION AND AMORTI- 
ZATION OF INVESTMENT IN PANAMA CANAL 


“UNIVERSIT 
OF MICHIGAN 
stP 19 1956 
HEARINGS MAIN 
- 


anin'e ROC" 
BEFORE THE 


SUBCOMMITTEE ON PANAMA CANAL 


COMMITTEE ON 
MERCHANT MARINE AND FISHERIES 
HOUSE OF REPRESENTATIVES 
EIGHTY-FOURTH CONGRESS 


H. R. 5732 


A BILL TO REPEAL SECTION 412 (e) OF TITLE 2 OF THE CANAL 
ZONE CODE, AS AMENDED 
AND 


H. R. 5733 


TO ADD SECTIONS 246 (f) AND 412 (b) OF TITLE 2 OF THE 
CANAL ZONE CODE, AS AMENDED 


APRIL 18 AND 25, 1956 


Printed for the use of the Committee on Merchant Marine and Fisheries 


os 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1956 














COMMITTEE ON MERCHANT MARINE AND FISHERIES 
HERBERT C. BONNER, North Carolina, Chairman 


FRANK W. BOYKIN, Alabama 

EDWARD A. GARMATZ, Maryland 

EDWARD J. ROBESON, Jr., Virginia 

LEONOR K. (MRS. JOHN B.) SULLIVAN, 
Missouri 

T. A. THOMPSON, Louisiana 

GEORGE P. MILLER, California 

JOHN C. KLUCZYNSKI, Illinois 

JAMES A. BYRNE, Pennsylvania 

JOHN J. BELL, Texas 

T. JAMES TUMULTY, New Jersey 

IRWIN D. DAVIDSON, New York 

HERBERT ZELENKO, New York 

FRANK M. CLARK, Pennsylvania 

THOMAS LUDLOW ASHLEY, Ohio 

THADDEUS M. MACHROWICZ, Michigan 


E. L. BARTLETT, Alaska 


THOR C. TOLLEFSON, Washington 
JOHN J. ALLEN, Jr., California 
HORACE SEELY-BROWN, Jr., Connecticut 
TIMOTHY P. SHEEHAN, Illinois 
WILLIAM K. VAN PELT, Wisconsin 
JOHN H. RAY, New York 

WILLIAM S. MAILLIARD, California 
FRANCIS E. DORN, New York 
THOMAS M. PELLY, Washington 
ELFORD A. CEDERBERG, Michigan 
A. D. BAUMHART, JrR., Ohio 
JACKSON B. CHASE, Nebraska 
WALTER NORBLAD, Oregon 


RALPH E. CASEY, Chief Counsel 
BERNARD J. ZINCKE, Counsel 
JOHN M. Drewry, Counsel 

FRANCES STILL, Clerk 


SUBCOMMITTEE ON PANAMA CANAL 
EDWARD A. GARMATZ, Maryland, Chairman 


JOHN C. KLUCZYNSKI, Illinois 

JAMES A. BYRNE, Pennsylvania 
IRWIN D. DAVIDSON, New York 
HERBERT ZELENKO, New York 


TIMOTHY P. SHEEHAN, Illinois 
WILLIAM §S. MAILLIARD, California 
FRANCIS E. DORN, New York 
JACKSON B. CHASE, Nebraska 


BERNARD J. ZINCKE, Counsel 


rr 





DEPOSITED BY THE 
UNITED STATES OF AMERICA 








Text of: 
CE oe: EE a 
H. R. 5733 
Testimony of— 
Dewey, Ralph B., vice president, Pacific American Steamship Associa- 
tion, accompanied by Alvin Shapiro, vice president, American 
Merchant Marine Institute, and Hugh 8. Williamson, vice presi- 
dent, Association of American Ship Owners 
Eckert, Charles E., legislative attorney, Office of the Attorne *y Gener: al, 
accompanied by W. A. Newman, Deputy Director, Defense Ac- 
counting and Auditing Division; and F. H. Barclay, attorney, Office 
of the General Counsel -___- ae a : : 
Whitman, Merrill, secretary, Panama Canal Company -_--_-- 
Additional information— 
Comptroller General, letters, March 21, 1956, by Joseph Campbell on: 
ia hcichhintnnitiduiniiar nile dink eich patinene twenties de 


Dilweg, La Vern R., counsel, United States Citizens’ Association, 
letter, March 20, 1956, to Hon. Herbert C. Bonner_--___- 
Mayer, Robert E., ‘president, Pacific American Ste — Association, 
letter, July 21, 1955, to Hon. J. W. Fulbright : 
Panama Canal and Zone Government, excess earned over and above 
ell costs, tere—on, 10or-54........... ~~... ieee a aiid Se Rien 
Seybold, J. S., a Panama Canal Company, letters, March 18, 
1955, ‘to Hon. Sam eareee:. 
Re section 246 (c) of title 2, and so forth_______________ 
Re section 246 of title 2, and so forth_____-_- 





11, 37 


6, 26 
1, 20 


19 
43 
42 
34 
17 








INTEREST DURING CONSTRUCTION AND AMORTIZA- 
TION OF INVESTMENT IN PANAMA CANAL 


WEDNESDAY, APRIL 18, 1956 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON THE PANAMA CANAL OF THE 
CoMMITTEE ON MercHaNnt MarINE AND FISHERIES, 
Washington, D.C. 
The subcommittee met, pursuant to notice, at 10 a. m., in room 219, 
Old House Office Building, Hon. Edward A. Garmatz (subcommittee 
enna presiding, for consideration of H. R. 5732, which is as 
ollows: 


[H. R. 5732, 84th Cong., Ist sess.] 
A BILL To repeal section 412 (e) of title 2 of the Canal Zone Code, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That paragraph (e) of section 412 of title 2 
of the Canal Zone Code, as ammended, is repealed. 

Sec. 2. This Act shall be deemed effective as of July 1, 1951. 


Mr. Garmatz. The committee will come to order and we will pro- 
ceed with the hearing on H. R. 5732, introduced by our chairman, Mr. 
Bonner, referring to interest during the canal construction. The first 
witness will be Mr. Whitmam, secretary of the Panama Canal Com- 
pany. Is Mr. Whitman present ? 

Mr. WHITMAN. Yes, sir. 

Mr. Garmatz. Is there anyone with you, Mr. Whitman? 

Mr. Wuirman. No, sir; I am alone. 


STATEMENT OF MERRILL WHITMAN, SECRETARY, PANAMA CANAL 
COMPANY 


Mr. Garmatz. Give your name and title for the record, please, Mr. 
Whitman. 

Mr. Wuirman. My name is Merril Whitman, secretary of the 
Panama Canal Company. 

Mr. Chairman, I do not have a prepared statement on this bill but 
I would like to refer to a letter written to Chairman Bonner under 
date of March 18, 1955, which explains in detail the background of 
the bill and the purpose and effect of it. 

I would like to explain, if I can, in a very few words, quite inform- 
ally what the effect of the legislation would be, if enacted. 

As you know, under Public Law 841, the company is required to 
pay interest on the investment in the assets of the canal. 











2 INTEREST ON INVESTMENT IN PANAMA CANAL 


There is an exception, however, written into the law that interest 
during construction is not to be included in the investment on which 
we pay interest. That item amounts to about $50 million. 

The Appropriations Commmittees of both Houses have repeatedly 
requested us to introduce legislation to repeal the exclusion of interest 
during construction. This bill would have that effect. It would re- 
store to the interest base approximately $50 million, and the result 
would be that we would collect from tolls interest at the rate fixed 
annually by the Secretary of the Treasury on the whole interest base, 
including this new item of $50 million, representing interest during 
construction. 

That would run, at current rates, about $100,000 a year, or there- 
abouts. 

I think, Mr. Chairman, that is the explanation of the legislation. 
I would be glad to try to answer any questions that the committee may 
have. 

Mr. Garmarz. Our counsel, Mr. Zincke, has some questions that he 
would like to ask you at this time, Mr. Whitman. 

Mr. Zincxe. Mr. Whitman, you are familiar with the proceedings 
that led to the adoption of Public Law 841? 

Mr. Wrirman. Yes; I am. 

Mr. Zincxe. Including the activities of this committee ? 

Mr. Wuirman. Yes, sir. 

Mr. Zincxr. You are familiar with the report filed by this commit- 
tee with the House accompanying H. R. 8677, which subsequently be- 
came Public Law 841? 

Mr. Wurman. I am. 

Mr. Zincxr. Then you recall therein the reference to the exclusion 
of interest ? 

Mr. Wuitman. Yes, sir. 

Mr. Zincxe. In which the report says: 

There is precedent for the exclusion of interest during construction from the 
capital investment of the canal upon which interest is to be charged against toll 
revenues. Such interest during construction is not included in the capital ac- 
counts of the Tennessee Valley Authority and rates for power sold by the Au- 
thority are not computed to recover it. 

Your committee has amended the bill to exclude interest during construction 
from the capital base for interest to be included in the tolls base. Such exclusion 
is recolumended not only because of precedent as a just and reasonable recogni- 
tion of the defense value of the canal and as an offset against the operations 
which have been conducted and which, to some extent, will be conducted in the 
future without reimbursement for the Military Establishment or others in the 
interest in the United States. 

Would you care to comment on those statements in relation to your 
previous testimony ? 

Mr. Wurman. I have no particular comment on those statements, 
Mr. Zincke. They certainly represent the thinking of the committee. 
At the time 412 (e) was written into the legislation, it was under- 
stood by all concerned, I think, that the purpose of the write-off of in- 
terest during construction was to offset, to some extent, the value of 
the Canal for national defense purposes. 

As I recall, the shipping industry had urgently requested a larger 
writeoff and this particular item of interest during construction was 
selected as the committee’s possible compromise view of the value to 
be reflected in the capital base as assigned to national defense. 
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Mr. Dorn. If the gentleman would yield, I wonder from your testi- 
mony up to now and from your answer to counsel’s questions whether 
or — u are for or against the bill. You have not so stated. 

: Oeretace: I would like to put it this way, Mr. Dorn, if I may, 
Pe. the company has been requested to submit the bill in order to place 
the issue back before this committee. 

The question of what burden should be imposed on the shipping 
industry in the use of the canal is one that was peculiarly for this com- 
mittee and for the Congress at the time of the adoption of Public 
Law 841. The thinking of the committee and of the Congress was 
thus written into the law. They did exclude this item on ‘the basis 
that Mr. Zincke has indicated. Our only purpose in appearing at all 
is to carry out the requests of the other committees of this Congress 
that, in effect, asked for a reexamination of the question by this com- 
mittee. 

Mr. Dorn. Then, you folks have no stand either for or against this 
legislation ¢ 

Mr. Wuirman. I think that is a fair statement, Mr. Zincke. 

Mr. Dorn. This is the first legislation coming up before the com- 
mittee with relation to the Canal Zone on which the Canal Zone Gov- 
ernment or the Panama Canal Company has not had a stand one way 
or the other. Can you give the reason for that ? 

Mr. Wuirman,. Only that we feel that the question of what burden 
shall be placed on tolls is not an administrative matter but is a ques- 
tion of policy for the Congress. Our part is only to apply the law as 
written. 

Mr. Dorn. Up to now, you have had a great deal to say about any 
of the Jaws that Congress has brought up before this committee, and 
it does seem to me that with your distinctive and particularized knowl- 
edge of the canal that you would be able to take a position in order to 
advise this committee one way or the other what you think is best 
under the circumstances. Do you hesitate because of having been 
advised ? 

Mr. Wuirman. No, not at all. I am afraid that I have not gotten 
over to you our position on it. We are certainly not timid about ex- 
pressing our views. 

Mr. Dorn. I have never hottnd you so in the past. 

Mr. Wuirman. Yes, sir, but in this case we were not responsible 
for the writeoff of this item from the investment. It makes no really 
substantial difference to the United States Government whether we 
collect this $1 million a year additional or not, but it presently does 
reflect the thinking of Congress in 1951 that that ought to be excluded. 

Mr. Dorn. Suppose this committee were to go one step further and 
decide to repeal this, but in the repeal of it they put in a provision that 
the debt itself, or the sum itself, was to be amortized over a period of 
years; would you be for or against that ? 

Mr. Wuitman. That, of course, is the theory of the next bill on the 
agenda, H. R. 5733. That would require the amortization of it and our 
position is there that, in general, we think that the United States 
should recover its entire investment in the canal. 

Mr, Dorn. Then you would rather see it amortized without interest ? 
I mee you are for the amortization, but against the payment of in- 
terest 
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Mr. Wurreman. No, we are not against the payment of interest, 
but since it was written out by the committee in recognition of the 
national defense value, we are content with that, if Congress is. 

Mr. Dorn. But you want the principal sum amortized ? 

Mr. Wuirman. The interest 

Mr. Dorn (interposing). No, the principal sum amortized # 

Mr. Wuirman. Yes, the principal investment in the canal, yes, sir. 

Mr. Dorn. So, you are taking no position on this bill and taking a 
position in favor of the other bill ? 

Mr. Wurman. Yes, sir, that is correct. 

Mr. Dorn. That is all. I did not mean to interrupt you so long, 
Mr. Zincke. 

Mr. Garmatz. Mr. Chase, do you have any questions ? 

Mr. Cuase. No, I have no questions. 

Mr. Garmartz. Mr. Zincke ? 

Mr. Zinxe. Mr. Whitman, to your knowledge has any change oc- 
curred in the situation affecting interest during construction since the 
enactment of Public Law 841 other than the expressions by the Ap- 
propriations Committee ? 

Mr. Wurman. No, sir. 

Mr. Zinxe. Thank you, sir. 

That is all I have, Mr. Chairman. 

Mr. Dorn. May I ask some further questions, Mr. Chairman? 

Mr. Garmatz. Yes. 

Mr. Dorn. What will be the effect of this additional $100,000 pay- 
ment on tolls? At the present time, it would not raise them, would it? 

Mr. Wuitman. No, sir. Our report shows that it would increase 
the interest by about $1 million a year, but that still would not, at 
the moment, affect tolls. 

Mr. Dorn. That is all. 

Mr. Garmatz. All right, Mr. Whitman, we will call you back on 
H. R. 5733. Probably you will have some more to say on that. 

Mr. Wurman. Yes, sir. 

Mr. Chairman, if I did not request the insertion in the record of 
our letter of March 18, 1955, I would like to have that printed in the 
record as a supplement to my oral statement. 

Mr. Garmatz. If there is no objection, it is so ordered. 

(The matter referred to is as follows :) 





MarcH8 18, 1955. 
Hon. SAM RAYBURN, 


Speaker of the House of Representatives 


Dear Mr. Speaker: There is forwarded herewith a draft of bill to repeal 
section 412 (e) of title 2 of the Canal Zone Code which concerns the treatment of 
interest during construction in the accounts of the Panama Canal Company. 

Section 246 (c) of title 2 of the Canal Zone Code, as amended, provides as 
follows: 

“In order to reimburse the Treasury, as nearly as possible, for the interest 
cost of the funds or other assets directly invested in the corporation, the corpora- 
tion shall pay interest to the Treasury on the net direct investment of the Gov- 
ernment in the corporation as defined in paragraphs (a) and (b) of this sec- 
tion, and shown by the receipt described therein, at a rate or rates determined 
by the Secretary of the Treasury as required to reimburse the Treasury for its 
costs. Payment of such interest charges shall be made annually to the extent 
earned, and if not earned shall be made from subsequent earnings.” 

Section 412 (b) of title 2 of the Canal Zone Code as amended by section 12 
of the Act of September 26, 1950 (64 Stat. 1042), provides in pertinent part 
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that tolls for the use of the Panama Canal “shall be prescribed at a rate or rates 

calculated to cover as nearly as practicable all costs of maintaining and operat- 

ing the Panama Canal, together with the facilities and appurtenances related 

thereto, including interest and depreciation, and an appropriate share of the 

net costs of operation of the agency known as the Canal Zone Government.” 
Paragraph (e) of said section 412, as amended, provides that— 


“(e) Capital investment for interest purposes shall not include any in- 
terest during construction.” 


In accordance with section 412 (e), the Panama Canal Company has excluded 
from the Company’s interest base an amount of $50,892,311 representing interest 
during construction as presently computed. This computation has not yet been 
approved by the Director of the Bureau of the Budget as required by law and is 
therefore subject to change. 

Paragraph (e) of section 412 was inserted in H. R. 8677, which became Public 
Law 841 of the 8ist Congress, by the Committee on Merchant Marine and Fish- 
eries. The committee recommended exclusion of interest during construction on 
the basis of precedent arid “as a just and reasonable recognition of the defense 
value of the Canal, and as an offset against the operations which have been con- 
ducted and which, to some extent, will be conducted in the future, without reim- 
bursement, for the Military Establishment or others in the interest of the United 
States.” (H. Rept. No. 2935, Sist Cong., p. 5.) 

The committee also expressed the opinion that “exclusion of interest during 
construction from the corporation’s toll base is a reasonable recognition of the 
Canal’s defense value, and that such exclusion will obviate argument on this 
issue in the future.” 

In its report on the Civil Functions Appropriations Bill, 1954, the House Com- 
mittee on Appropriations stated in substance (H. Rept. No. 450, 83d Cong., pp. 
12, 13)— 

(1) that the purpose of the tolls levied on vessels transiting the Panama 
Canal is not only to assist in providing necessary revenues for the present 
operation of the canal, but also to amortize the Federal investment therein; 

(2) that no provision is being made today for complete amortization of 
the construction cost of the canal, including title and treaty rights and 
interest during original construction; 

(3) that steps should be taken at once to insure that all portions of the 
Federal investment, including the original construction costs and interest 
during construction, are used in tolls rates; 

(4) that it would be expected that appropriate actions would be taken 
by the board of directors and other responsible officials prior to the submis- 
sion of the budget estimates for fiscal year 1955. 

In accordance with the request of the Appropriations Committee, a draft of bill 
to repeal section 412 (e) was submitted and introduced in the 83d Congress as 
H. R. 9583 but was not acted upon prior to adjournment. It is now resubmitted 
for consideration. 

On the basis of tentatively established capital values, the repeal of section 
412 (e) would result in increasing the annual interest payments to the Treasury 
by the amount of $1,008,575 at the current interest rate of 2.43 percent. Addi- 
tional interest payable to the Treasury for the fiscal years 1952 through 1956 is 
estimated to be $4,650,000. The cumulative net income for the period 1952-56 is 
projected as adequate to absorb the charge and hence the amount will have been 
eurned and recovered from current revenues. The amount, however, is not pro- 
vided for in the financial program of the Company appearing in the President’s 
budget document for 1956 now before the Congress. The method of funding the 
added obligation for interest through the fiscal year 1956 would have to be de- 
veloped in conjunction with the Bureau of the Budget. 

Interest during construction has never been allocated in the accounts of the 
Company to the various classes of fixed assets to which it relates as would have 
been done if section 412 (e) had not been enacted. The legislative history of this 
section indicated that it was the intent of Congress to exclude interest during 
construction from the depreciation base as well as from the interest base. Enact- 
ment of the proposed legislation would result in the treatment of interest during 
construction as any other construction cost. Approximately $16 million would 
then become allocable to plant facilities presently considered depreciable. It is 
estimated that this would increase annual depreciation charges by $188,000. The 
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balance of $35 million of interest during construction as presently computed 
would be distributed to plant presently classified as non-depreciable. 
The Bureau of the Budget has advised that there is no objection to the sub- 
mission of the proposed legislation and this letter to the Congress. 
Sincerely yours, 
(Signed) J. S. SeyBoxp, President. 


A BILL To repeal section 412 (e) of title 2 of the Canal Zone Code, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That paragraph (e) of section 412 of title 
2 of the Canal Zone Code, as amended, is repealed. 

Sec. 2. This Act shall be deemed effective as of July 1, 1951. 

Mr. Dorn. May I ask an additional question which has just 
occurred to me, Mr. Chairman ? 

Mr. Garmarz. Yes. 

Mr. Dorn. Referring to your change in the-interest to $1 million 
from $100,000, I just do not follow that. Is that interest on the $50 
million ? 

Mr. Wurman. Yes. 

Mr. Dorn. Figured at what rate ? 

Mr. Wuirman. 2.48. It isa little over $1 million. 

Mr. Garmatz. Thank you, Mr. Whitman. 

Mr. Wurman. Thank you, Mr. Chairman. 


STATEMENT OF CHARLES E. ECKERT, LEGISLATIVE ATTORNEY, 
OFFICE OF THE COMPTROLLER GENERAL, ACCOMPANIED BY W. A. 
NEWMAN, DEPUTY DIRECTOR, DEFENSE ACCOUNTING AND 
AUDITING DIVISION; AND F. H. BARCLAY, ATTORNEY, OFFICE 
OF THE GENERAL COUNSEL 


Mr. Garmatz. Is Mr. Eckert here from the General Accounting 
Office ? 

Mr. Eckert. Yes, sir. 

I am Charles E. Eckert, Mr. Chairman, Legislative Attorney, of 
the Office of the Comptroller General. 

I have with me Mr. William Newman, Deputy Director of the 
Defense Accounting and Auditing Division, and Mr. Henry Barclay 
of our legal staff. 

I have a short statement that I would like to read for the record 
if it is all right, Mr. Chairman. 

Mr. Garmatz. You may proceed, Mr. Eckert. 

Mr. Eckert. Mr. Chairman and members of the committee, we 
are pleased to appear before the committee to express our view on the 
bill H. R. 5732. 

The purpose of the bill is to allow the inclusion of interest durin 
the original construction of the canal in the base on which annua 
interest payable to the Treasury is calculated. The inclusion of this 
interest presently is prohibited under the act. Enactment of the 
legislation permitting such interest to be included in the interest base 
would permit its recovery as an item of the net direct investment of 
the United States. 

In reporting on the activities of the Panama Canal Company and 
the Canal Zone Government we have recommended that interest dur- 
ing construction be included in the interest base. The basis for our 
recommendation is that only through this means can the canal oper- 
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ation be considered to be self-sustaining and self-liquidating which 
concept we have considered was the intent of the Congress in the 
reorganization legislation enacted in 1950. 

As pointed out in our reports, the legislative history of the 1950 
act indicates that the reason for excluding this interest cost from 
operation was (a) to recognize the value of the canal as a capital 
asset of the United States for defense purposes and (b) to recognize 
the inclusion in Company properties of the cost of facilities for the 
defense of the canal itself. However, at that time Government ves- 
sels were transiting the canal free of tolls and various properties prop- 
erly allocable to national defense were included as assets of the canal. 
Since July 1, 1951, tolls have been levied against all Government ves- 
sels. Also the Company has now completed its inventory and appraisal 
of assets and has concluded that approximately $100 million represents 
the cost of defense facilities, which amount will be excluded from the 
interest base. Thus, there remains no real justification for eliminat- 
ing from the interest base amounts designed to recognize defense 
facilities. In fact, unless the law is changed it is evident that the 
cost of defense facilities will in effect be recognized twice. 

The capitalization of interest during construction is a recognized 
practice of the construction industry and has been so recognized by 
the Federal Government. Thus, the Federal Power Commission 
authorizes utilities to capitalize interest during construction and re- 
cover interest thereon through rates to consumers. Also the practice 
has been recognized in operations performed directly by the Govern- 
ment. In the construction of the Bonneville Dam, interest during 
construction was so capitalized. Also the new St. Lawrence Seaway 
Development Corp. is set up to capitalize interest during construc- 
tion to be included as a part of the construction cost of the Seaway. 

In the case of TVA, the Congress has not required the payment or 
recording of interest on the Government’s investment and thus in- 
terest during construction has not been capitalized. In our reports 
on this activity we have consistently recommended that TVA be re- 
quired to pay interest on the Government’s investment allocated to 
power operations and this recommendation necessarily presumes that 
if interest is charged, interest during construction would be capital- 
ized. There is presently before the Congress a bill, 8. 2373, which 
would authorize self financing for TVA from outside sources. If 
this legislation is enacted TVA would necessarily compute and pay 
interest on its borrowings and in the normal course would capitalize 
interest. incurred during periods of construction. 

The Canal Company today pays interest on the net direct in- 
vestment of the United States. During the construction period the 
Congress authorized the issuance of $420 million in bonds at interest 
from 2 to 3 percent. Substantial amounts of these bonds were issued 
and today there remains outstanding $50 million of such bonds. The 
interest on these bonds and other funds used during the construction 
period constitute a real part of the cost of construction of the canal. 

It is our view that the canal enterprise should be a self-sustaining 
and self-liquidating operation and that this can be accomplished only 
by the inclusion of all items of cost. To do otherwise would be to 
subsidize the commercial users of the canal. In 1955, 96 percent of 
the toll revenue was derived from commercial vessels, 67 percent of 
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which were of foreign registry. For this reason, we believe that the 
interest during construction of aproximately $50 million should be 
capitalized and included in the interest base to allow its recovery as 
an item of the net direct investment of the United States. 

We strongly recommend favorable consideration of H. R. 5732. 

Mr. Garmatz. Do you have any other remarks, Mr. Eckert? 

Mr. Ecxerrt. I think not, Mr. Chairman. Any of us will be glad 
to answer any questions which the committee may have. 

Mr. Garmatz. Mr. Maillard, do you have any questions? 

Mr. Mariiarp. No, Mr. Chairman. 

Mr. Garmatz. Mr. Dorn? 

Mr. Dorn. Ihave no questions, Mr. Chairman. 

Mr. Garmarz. Mr. Chase ? 

Mr. Cuaser. I have no questions. 

Mr. Garmatz. Do you have any questions, Mr. Zincke ? 

Mr. Zincke. Yes. 

Mr. Eckert, you are familiar with the position taken by your office 
at the hearings on what subsequently became Public Law 841? 

Mr. Eckert. Generally, Mr. Zincke. 

Mr. Zincxe. At that time, your position was consistent with that 
taken today ? 

Mr. Eckert. This Office expressed no opinion, either at hearings 
or by written comment, on the bill that subsequently became Public 
Law 841. We did not make a comprehensive audit of the operations, 
other than the railroad, until fiscal year 1952. Consequently, there 
was insufficient information available to us prior to the passage of the 
act to have enabled us to express an opinion or take a position. 

Mr. Zincke. Now, your reference to future financing of TVA has 
no reference to existing facilities, has it ? 

Mr. Eckert. I donot think I understand, Mr. Zincke. 

Mr. Zincxe. Then I will have to read briefly to you from your state- 
ment. You say: 

“There is presently before the Congress a bill, S. 2373, which would 
authorize self-financing for TVA from outside sources. If this legis- 
lation is enacted, TVA would necessarily compute and pay interest 
on its borrowings and in the normal course would capitalize the in- 
terest incurred during periods of construction.” 

That refers to future construction or interest on future construction, 
does it not ? 

Mr. Eckert. I think that there would be no doubt about it, that it 
would have no retroactive effect. 

Mr. Zrncxe. It has no effect on interest already accrued on construc- 
tion already completed and financed by the Government, has it? 

Mr. Eckert. I am sure that is true. 

Mr. Zrncxe. So that really is not a parallel to this, is it? 

Mr. Eckert. I would say it would be, Mr. Zincke. Here as we 
visualize this, Congress has taken out interest in the construction in 
the amount of $50 million. That was to put the canal on a self-sus- 
taining or self-liquidating basis. 

There were a number of unknown areas at that time, at least as 
we now visualize it. In other words, we did not know the value of 
the defense facilities, nor were Government ships paying tolls at that 
time. We did not know what that increment would be. Today we 
do have that through the payment by the Government vessels of tolls. 
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Through completion of the Company’s inventory, there are facilities 
which can be definitely established as defense facilities to the tune 
of $100 million. We believe we have pulled out what the committee 
was giving this extra benefit for, and we feel that there is nothing left 
unless, as you may say, there was an arbitrary figure that may be 
set for the defense value of the canal. 

Mr. Zincke. The committee, in its consideration of the bill, contem- 
plated that Government vessels would pay tolls, didn’t it? 

Mr. Eckert. Yes, I think it contemplated it. 

Mr. Zincke. And it contemplated that there would be an amount 
fixed for the defense value of the canal in setting up the transfers? 

Mr. Eckert. Yes. 

Mr. Zincke. Then, all of those factors were before the committee 
when it decided to eliminate interest during construction, is not that 
true ? 

All that was lacking was the exact dollar value of those figures; it 
was intended that those items would be included, without knowing the 
dollar value of them ? 

Mr, Eckert. That is correct. In other words, it was an intangible 
amount at that time, which amount has become tangible at this point. 

Mr. Zincke. At the time it was tangible 
amount. 

Mr. Ecxerr. That is why I used the word intangible. 

Mr. Zinckr. But it was contemplated that those two items would 
be fixed subsequently and even though they were fixed, the committee 
determined to omit interest during construction. 

Mr. Eckert. | am not entirely clear that that was entirely the con- 
cept. In other words, that the committee at that time agreed that in 
addition to these facets, there would be an arbitrary amount set to 
represent the value of the canal. In reading the bi ackground of that, 
we were at least under the impression that Cc ongress was attempting 
to set this up on a self-liquidating or self- sufficient. basis. 

Mr. Zrncke. But the law specifically provides that transfers allo- 
cable to national defense shall not be charged in the toll base, does 
it not? 

Mr. Eckert. Yes. 

Mr. Zincke. So that the committee obviously had that in mind at 
the time it reported the bill. You do not think it slipped through, do 
you? 

Mr. Eckert. Certainly not; they were aware of the situation, let 
us say. 

Mr. Zincxe. And it was contemplated at the time that tolls would 
be charged on Government vessels ? 

Mr. Ecxerrt. Yes, sir, that is correct. 

Mr. Zincxe. So that all of the factors in the picture were known 
and considered by the committee at that time, the only unknown being 
the amount of the two factors ? 

Mr. Eckert. I think that is right. 

Mr. Zincke. You do not know anything in the legislative history 
of this bill, and obviously it is not in the report, that indicated that 
the committee intended that interest during construction would be 
only until the other two items were valued ? 

Mr. Eckert. Oh, no, I know of nothing like that. 


but it was an unknown 
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Mr. Zrncxe. It was intended as a permanent part of the bill to 
continue for the future? 

Mr. Eckert. It was a part of the bill and these other items were 
considered, there is no question in my mind about that. 

Mr. Zixcxe. Another thing, was there any indication that the com- 
mittee merely intended it as a temporary measure until the value of 
those two could be fixed 2 

Mr. Eckert. No, sir, none that I know of. 

Mr. Zincxe. That is all, Mr. Chairman. 

Mr. Garmatz. Is there anything further ? 

Mr. Dorn. Yes, I have some questions, Mr. Chairman. 

Mr. Garmatz. Mr. Dorn. 

Mr. Dorn. Let us suppose this bill passes. Now, if for any number 
of years, interest has not been paid, does that interest accumulate or 
what happens on the account ? 

Mr. Eckert. As we visualize it, Mr. Dorn, if we accept the figure 
at $50 million that has been stated. 

Mr. Dorn. That is the cost of construction ? 

Mr. Eckert. No, that is the interest which has accrued during the 
period of construction. That is what we say would be part of the cost 
of construction. 

Mr. Dorn. Yes. 

Mr. Eckert. As we visualize it from a strictly accounting stand- 
point, if you consider the financing operation, you have two things you 

can do. You can charge the money, add it to the cost of construction, 
or charge it to operations, and the general philosophy is that the inter- 
est accrued during construction periods obviously cannot be charged 
to operations that are nonexistent. In this particular case, it would 
be our feeling that they should be capitalized about 1914, the date 
the operations began, and then they would be charged off and amor- 
tized along with the other capital structure costs over the years. That 
would mean that at this time, of the $50 million, I guess 37 years would 
have passed. Would they use a hundred-year base ¢ 

Mr. Newman. Yes. 

Mr. Eckert. So that your write-off, in effect, the first 37 years, on 
the amortization, today would come up with a figure of maybe in the 
neighborhood of $ $30 million on which you would compute interest 
which would then be paid from tolls and that would run roughly in 
the neighborhood of three-quarters of a million dollars possibly to be 
added to the interest charges. 

Mr. Dorn. So that would make a total of about how much you 
feel the canal should pay additionally each year if this bill were p: sed ¢ ¢ 

Mr. Eckert. I think roughly it would be something less than $1.3 
million including interest ‘and the depreciation or amortization of 
whatever part of this $50 million remains. Over the next 63 years, 
it would be roughly $1.3 million annually. 

Mr. Dorn. Total? 

Mr. Eckert. Yes, total. 

Mr. Garmatz. Do you have any further statement, Mr. Eckert ? 

Mr. Eckert. No, sir. 

Mr. Garmatz. Thank you, Mr. Eckert. 
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STATEMENT OF RALPH B. DEWEY, VICE PRESIDENT OF THE PACIFIC 
AMERICAN STEAMSHIP ASSOCIATION, ACCOMPANIED BY ALVIN 
SHAPIRO, VICE PRESIDENT, AMERICAN MERCHANT MARINE 
INSTITUTE, AND HUGH S. WILLIAMSON, VICE PRESIDENT OF THE 
ASSOCIATION OF AMERICAN SHIP OWNERS 


Mr. Garmatz. Mr. Ralph Dewey, vice president of the Pacific 
American Steamship Association, is our next witness. 

Mr. Dewey. My name is Ralph B. Dewey. I am vice president of 
the Pacific American Steamship Association. Appearing with me are 
Mr. Alvin Shapiro, vice president of the American Merchant Marine 
Institute, and Hugh S. Williamson, vice president of the Association 
of American Ship Owners. The combined membe ‘rship of our three 
associations represents substantially the entire American merchant 
marine and most of the American-flag users of the Panama Canal. 

We oppose the enactment of H. R. 5732. This bill would repeal sec- 
tion 412 (e) of the Panama Canal Code, which now reads: 

(e) Capital investment for interest purposes shall not include any interest 
during construction. 

We object to its repeal on the following grounds: 

(1) The legislation would have the effect of reversing one of the 
basic principles established by Congress in 1950 in the general revision 
of the Panama Canal Code. 

(2) Interest during construction was specifically exempted by the 
House Merchant Marine and Fisheries Committee in 1950 as a partial 
recognition of the defense value of the canal. Nothing has occurred 
since the law was passed to diminish that value. 

(8) Congress has never required users of other federally constructed 
canals to meet such an obligation as is proposed in H. R. 5732 

(4) Other comprehensive legislative proposals pending in both 
Houses embraces the question raised here. To consider this legislation 
without equally careful consideration of the other legislative proposals 
might lead to a serious inequity. 


Defense value 


The members of the committee will recall that in the consideration 
of the legislation in 1950, there was general agreement that the canal 
has equal value to the interests of commerce and defense of the Nation. 
Public Law 841 recognizes the defense value of the canal in three ways. 
One of these is the exemption from the payment of interest on the cost 
of construction of the canal (1903-1914). Another is that Government 
vessels should pay tolls or at least that a tolls credit should be recorded 
for such transits. The third important way in which defense value is 
to be recognized appears in section 246 (b), which requires that from 
the transfer value of the canal properties there shall be excluded “any 
portion of the value of the transferred property which is properly 
allocable to National Defense.” This allocation or determination has 
been 5 years in the process and still has not been announced. Until 
it is, such proposals as H. R. 5732 are premature, because to remove 
one of the elements of defense value would be to prejudge the fairness 
and equity of the determination yet to be made by the Bureau of the 
Budget as to the other aspects of defense value. 
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The report on H. R. 8677 (which ultimately became P. L. 841) (H. 
Rep. 2935, 81st Cong.) made by the House Merchant Marine and 
Fisheries Committee in 1950, clearly states the reasons for the exemp- 
tion of this interest payment as follows: 

It (the canal) is valuable as part of the national defense of our country and 
has proved itself an asset for commercial purposes. By so recognizing the 
national defense aspects, interest on construction cost can be deducted from the 
current maintenance charges for the purpose of fixing tolls. 

As recently as March 23 of this year, the canal management has re- 
emphasized the defense aspects of the canal. In hearings on 8. 2167 
before the Senate Interstate and Foreign Commerce Committee, the 
Governor of the Canal Zone and the Commander of the Caribbean 
Command both vigorously represented the canal as “The vital link of 
the defense system of the United States,” whose construction was in- 
fluenced “as much by strategic considerations as it was by the interests 
of commerce,” and that the “Panama Canal played the most vital role 
in our national defense.’ They referred to “the importance of the 
canal and its defense in time of war,” and “the strategic importance of 
the Panama Canal,” ete. 

Apparently, the canal management wants to have it both ways. 
When they argue as they did in the Senate Committee against trans- 
ferring canal management to the Department of Commerce, they play 
heavily on the defense aspects of the canal operation. W hen, how- 
ever, the earnings are high they seize the op portunity to increase the 
cost which must be borne out of tolls, and base their case on the canal’s 
function as an international commercial waterway. 

The canal management has two choices facing it at the present time. 
With a 4-year profit of over $13.6 million (according to the Company’s 
reports, 1952, 1953, 1954 and the Governor’s recent testimony before 
the Appropriations Committee on 1955 profits), the management could 
do one of two things. They could call a toll hearing, adjust the tolls, 
and still acc ‘omplish the purposes of Public Law 841—namely, that the 

canal be self-sustaining. Apparently, the management has no inten- 
on of exercising this choice. The other choice is to come to Congress 
and ask for retroactive adjustments in the accounts so as to absorb 
the profits, as is proposed in H. R. 5732. 

We submit that this is “heads I win, tails you lose” type of reasoning. 
This is nothing new as far as the canal is concerned, but it must be ex- 
posed for what it iseach time it comes up. 

Inconsistency with policy of other U.S.-built waterways 

In addition to the defense aspects of this matter, House Report 2935 
previously referred to, gives a further reason for exempting interest 
during construction : 

In addition, Subsection E of Section 412 of the Canal Zone Code has been 
amended to provide that interest on construction cost shall be eliminated in 
ealculating tolls. This principle is the same as is followed by the Tennessee 
Valley Authority to firing their rates for power, and other similar government 
projects. {Emphasis supplied.] 

In addition to the TVA precedent referred to above, it is appropriate 
to remind the committee of present public policy with respect to other 
Federal canals. These canals serve the public interest in general, as 
well as private interests. Without exception they were built to facil- 
itate interstate and foreign commerce. They serve the vessels of the 
U.S. as well as foreign vessels without charge. The following table 
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shows the mileage, construction cost, number of transits, and tonnage 
for the calendar year 1951 in the twelve U. S.-built canals: 


Calendar year 1951 


| Cost to Gov- | Short tons of 











Canal or waterway ernment ! Mileage | Transits cargo 
Millions of | 
| dollars | | Millions 

aE $43. 3 13.1 
p Se i ee 16.0 4.2 
Chesapeake-Delaware_______......----- 51.7 8.6 
DeJaware-Rehoboth____._.......-_..--- ees) OR Pee wanes a 
Atlantic-Intercoastal *__......__._....-- 47.5 4.4 
SS ae ee 15.1 5 
Gulf-Intercoastal________- ea cahacuk 95.9 35. 5 
Ilinois-M ississippi 4.-..........._-. aca Reh Ea ie 
Een Wi eee... ...........--.--- ; 51.9 17.6 
Te 7.2 1.0 
Tee cere ee 9.9 2.0 
Soo papi aelndibced eee 90.7 119.8 

I et oe Sete = ayn 2 eR Ot oN 444.4 206. 7 
Long ton equivalents a i a a a Ed Oe ede 184. 6 








1 Construction and maintenance to Dec. 31, 1951. 

2 Not available. 

3 Tonnage here embodies undetermined amount of duplication account fast through cargoes tabulated 
on successive legs of transit. 

4 Net operated since June 30, 1951. 


Source: U. 8. Army Engineers Annual Report, 1952, pt. 2 


Mr. Dorn. Do you have statistics on the number of foreign-flag 
ships that use the canal as well as the American ships which use these 
other canals ? 

Mr. Dewey. You mean the American and foreign-flag ships using 
federally built canals? 

Mr. Dorn. Yes. 

Mr. Dewey. No, I do not have those statistics, but we do know that 
in the foreign trade of the United States, 80 percent of it is handled 
by foreign-flag vessels. I think in the usage of federally built canals 
a large part of that is foreign trade, and certainly a substantial por- 
tion of that is foreign-flag usage of those canals. 

Mr. Dorn. Can you get statistics on that? 

Mr. Dewry. I certainly will try. They should be very interesting. 
Iam glad that you raised that point. 

The users of these twelve canals have not been required to pay the 
government back any of its $444 million of investment since no tolls 
are charged and hence no depreciation and interest are paid. 

Contrast this with the Panama Canal which actually pays each year 
to the Federal Treasury an average of 21% per cent on the net direct 
investment ($377 million) which for the first 3 accounting years under 
the new law totaled $24 million. And interest is only one of many 
annual costs which are required to be met by the Panama Canal, but 
not required of other U.S. waterways. 

The 1954 report of the Government on the Canal showed that some 
$56 million was returned each year to the Federal Treasury through 
various accounts and that only $24 million of it is interest, so that in- 
terest is not the only recovery that the Federal Treasury receives from 
the operation of the Panama Canal. 

Had tolls been charged at these other U. S. waterways, it would 
have yielded many millions of dollars annually. 


76524—56——3 
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OrHeErR Penpine LEGISLATION 


This committee may wish to consider the fact that other compre- 
hensive legislation proposals are now pending in both the House and 
Senate which are addressed to financial and administrative reforms 
at the canal, and which have wide support in industry, labor and 
certain segments of the government. The subject under consider- 
ation in H. R. 5732 is in conflict with the broader legislative proposals. 
These proposals have been carefully thought out and we would urge 
that any changes in the law be considered in its overall context rather 
than in this piecemeal legislation. 

Even if there were some good reason for this legislation in the 
future, it would be unthinkable that its provisions should be made 
retroactive for 5 years to 1951. The users of public utilities have long 
been protected against the jeopardy of having a legislative body 
amend the governing statute retroactively whenever the utility finds 
itself in the position of making too much money. ‘There is no ques- 
tion in our mind that the users of the Panama Canal should have the 
same protection. 

Mr. Garmatz. Mr. Maillard. Do you have any questions? 

Mr. Matrtarp. No, I have no questions, Mr. Chairman. 

Mr. Garmatz. Mr. Dorn? 

Mr. Dorn. On the first page of your testimony, Mr. Dewey, you say 
in subsection 3: 


Congress has never required users of other federally constructed canals to 
meet such an obligation as is proposed in H. R. 5732. 

It seems to me that that objection meets head-on with the testimony 
of Mr. Eckert of the Comptroller General’s Office when he discussed 
the St. Lawrence seaway development, the Bonneville Dam, and 
other places. I wonder what your comment might be with reference 
to that? 

Mr. Dewey. Taking the second facility first, the Bonneville Dam, 
the Bonneville Dam is quite a different type of thing from the Panama 
Canal. The Bonneville Dam is completely a domestic enterprise, but 
as far as the international seaway on the St. Lawrence River is con- 
cerned, we find nothing in the law that requires the payment of 
interest during construction, and I think, Mr. Dorn, if you will discuss 
with members of industry and the Government, who are at the moment 
meeting periodically to determine what tolls shall be charged on the 
seaway, I think you will find that a great number of things are going 
to be fought against as to inclusion in that toll’s base. I think inter- 
est will become a serious point of issue. 

Mr. Dorn. Then would you say definitely that the statement made 
by the representative of the Comptroller’s Office, “Also, the new St. 
Lawrence Seaway Development Corporation is set up to capitalize 
interest during construction to be included as a part of the construction 
cost of the seaway” ; would you say that is incorrect ? 

Mr. Dewry. I would say that I would like the Comptroller Gen- 
eral’s witness to point out where that occurs in the statute governing 
the seaway. 

Mr. Dorn. You say it does not appear ? 

Mr. Dewey. It does not appear. 





| 
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Mr. Dorn. Now, the testimony of the Comptroller General’s repre- 
sentative stated that of the vessels transiting the canal, 67 percent 
were of foreign registry. Now, if we do not pass this legislation, 
would it not amount to a foreign subsidy for these 67 percent of the 
ships of foreign registry that utilize the canal, by charging them less 
than the actual construction plus interest in the values as they appear, 
because we want to benefit the shipping of the United States? 

Mr. Dewey. The treaties governing the use of the Panama Canal, 
they do not address themselves to what shall go into the calculation 
of the toll, but, rather, they only address themselves to the simpler 
proposition that the tolls shall be equitable or equal between the 
nations using the Panama Canal, so that there is no provision as to 
what shall be included or not included. 

Mr. Dorn. Well, the basic reason that the shipping people want 
this not included is because eventually they feel it may cause a raise 
in the toll, or may prevent a lowering of the toll. That basically is 
the reason; is it not? 

Mr. Dewey. Everything that adds to the cost of operating the 
canal, such as $1 million a year, additional interest, is going to find 
itself reflected in the tolls formula. Of course, the Panama Canal 
Company is a composite of the transit operations as well as certain 
ancillary activities and, to the extent that any expenditures of the 
Company are increased, it falls most heavily on tolls operations, but 
to a degree also upon all other activities which produce income for 
the Company. 

Mr. Dorn. You certainly have not answered the question. I 
appreciate your answer but it is not a direct answer to the question as 
asked. 

Mr. Wutur1amson. I think it can fairly be said that we are trying 
to protect ourselves against an increase in tolls wherever we feel 
it is an unjustifiable charge, and also we would like to emphasize that 
we are down here more or less as trustees, that we believe what is 
fair to American shipping is fair to foreign shipping and vice versa. 

Mr. Dorn. This is interest on money that the United States has 
paid out, and paid out with the idea of getting it back at some stage 
of the game, and paid out with the idea most particularly of helping 
United States shipping and, I am sure, only incidentally to help 
worldwide shipping. 

Mr. Witu1aMson. I would like to point out to you, if I may, that 
prior to this Reorganization Act, there was no provision made for 
interest on any sum, either during construction or after construction 
of the canal was completed. 

Mr. Dorn. Have you any statistics on what they have done with 
reference to the Suez Canal in this particular instance? 

Mr. Dewey. Of course, that is a privately owned canal. 

Mr. Dorn. I see much more reason why the United States should 
operate the canal along that same line. Do you have any statistics 

on that, whether that is privately owned or not ? 

Mr. Witxi1amson. On what point, sir? 

Mr. Dorn. On this point we have before us here, whether interest 
on construction was charged. . 

Mr. Wititamson. I do not know that, but I do know that the tolls 
have been lowered some 30 or 40 times. 
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Mr. Dorn. Of course, that has not any bearing on the actions here. 

Mr. Wixiamson. I do not know what charges they have included. 
I assume it was both the capitalization and interest on the investment. 

Mr. Dewry. With regard to the St. Lawrence seaway, it is operated 
by an international commision. It is not operated by one government, 
and there is a world of difference between how you would do the 
accounting under those circumstances and where it is a Federal cor- 
poration of the United States Government. 

Mr. Dorn. Just because other nations are affected in the group of 
controlling powers, it does not seem to me to mean that just because 
the United States alone operates it, it should be the goat. 

Mr. Dewey. Frankly, Mr. Dorn, I would like to state right there 
that I do not think the United States is the goat as regards the opera- 
tion of the Panama Canal. While I am on that subject, I am glad 
you asked the question because that is a rather tender subject with 
the users of the canal, and they feel that the United States Govern- 
ment has, under no circumstances, been the goat as far as the opera- 
tion of the canal is concerned. 

Last year when the treaty was being considered in the Senate 
Foreign Relations Committee, the statement was made by a witness 
representing our association, to the effect that the Panama Canal has 
not cost the United States Government 1 cent since it was constructed. 

We were challenged on that statement and we presented some figures 
in the body of the record which proved our allegation. They were 
not accepted and we went back and recalculated the figures and we 
found the figures in the body of the testimony erred on the side of 
conservatism. 

In order to correct the record—and this correction was actually 
placed in the body of the debate on the treaty in the Senate last year— 
a calculation was prepared showing just what the Federal Govern- 
ment has gotten from the toll payers out of the Panama Canal since 
1914, 

Our analysis showed that, as of 1954, the United States paid all 
costs of operation, maintenance, interest, depreciation on wasting 
and nonwasting assets, all kinds of fringe benefits to employees, in- 
terest on everything, operation of everything, depreciation of every- 
thing, and came out in 1954 with a $54 million surplus. 

These figures are not our figures, sir. These are from the audit 
reports of the General Accounting Office, abstracted from these re- 
ports to point up what we consider an extremely important concept 
in adjudicating all the matters regarding to the Panama Canal. 

With the permission of the chairman, I would like to insert in the 
record a statement entitled “Panama Canal and Zone Government, 
Excess Earned Over and Above All Costs, 1914-51, 1951-54.” I would 
like that statement inserted in the body of the record at this time, 
if I might. 

Mr. Garmatz. Without objection. 

(The statement referred to is as follows :) 
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PANAMA CANAL AND ZONE GOVERNMENT 
EXCESS EARNED OVER AND ABOVE ALL costs, 1914-51, 1951-54 


Net return to United States Treasury from canal and zone government opera- 
tions, 1914-51, assuming complete reimbursement for all costs of operation, 
including depreciation and interest : 


Revenues: 


Millions 

Een O Aen OI 5 eo i eS $644 
as is II ON i ht nc esp isndch ila etna sich 0 
a 8 
rane Sarat aida a 22 
* 674 


Appropriation expenses (covers operation, maintenance, repairs, depre- 
ciation of wasting assets, zone government costs, sanitation, business 
losses, housing losses, etc.) 








gta Mead an poeta Aiarip eiaio aastiass aiden sachpiiiaslbaahicioa tate *401 
Net revenues returned to Treasury, 1914-51____._____________ 273 
I css even alveeidn ea bimminni "ore 
Retained Corporate Income (as of July 1, 1951) ---_-_-_____-___-__ * 64 
Tolls forgiven on U. S. Government Vessels._...................._._- “71 
Improvements to canal and other facilities which were expenses but 
IR i RR I a csenbiigepgcchamapioboninen hapennadion * 52 
School, hospital, etc., facilities furnished by canal enterprise to defense 
and other agencies without reimbursement____.______________-___-- *27 
Gross revenues of canal enterprise, 1914—51___._____.___-____-_____- 487 
Less deductions which were not required by law before 1951 but which 
reflect current GAO recommendations, carried back to 1914 and 
running through 1951: 
Depreciation on nonwasting assets (excavations, fills, ete.), 1914— 
aN a ss asian aleecisne nel *92 
Depreciation adjustments, accruals of employees’ leave pay, and 
Gunner ROseeI eh Bi ae oe *15 
Interest on average net direct investment of $300,000,000 @ 244 per 
aN a el a a ea eat a ee decd *278 
Interest on zone government investment on average base of 
Ire 9 Cre heiais etiapecesedeton *26 
Depreciation on interest on funds used during construction_____-~_ 718 
Civil Service retirement paid out of other appropriations for 
a sal aa ce eee Sil *18 
Total 


ected i cglensaaicaes aac me cease agmatine 447 


Excess over and above all costs of depreciation, interest, operation, 
maintenance, repairs, sanitation, zone government business loss- 
ada ence caches a nena caneag OE 40 
Dxcess over and above all costs of operating, maintenance, zone 
government, business losses, depreciation of wasting assets, etc. 
(1951-54) 


I IT tn a crpucickabamiainteemausiaiaiow 54 


1 Canal governor's report, 1951, table 24. 

2? Panama RR audit. 1951, H. Doc. 86, p. 13 and note, p. 15. 

® General Accounting Office, Audit Division. 

GAO, 1951 audit of Panama Canal Company. 

Mr. Dorn. Do you not think Mr. Tumulty’s bill, to eliminate tolls for 
coastwise ships, if it were practicable, would be the solution to this 
problem ? 
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Mr. Dewey. Mr. Dorn, I must answer that this way. That issue was 
resolved many years ago when President Wilson sent a message to Con- 
gress pointing out that the 1912 Panama Canal Code was in error in 
containing free tolls or no tolls for coastwise ships. The message 
stated that the treaty between the United States and Great Britain, 
which was the governing treaty concerning the Panama Canal, required 
the tolls to be set in an equal manner in regard to vessels of all nations. 
It was repealed. The question has been brought up many, many times 
and it will probably come up many more times. The amount involved 
is considerable. It is approximately $15,000 for every round voyage. 

Mr. Dorn. It has been suggested that free tolls apply not only to 
United States intercoastal ships but South American intercoastal hin 
also, and if that were practicable, would that not be a solution ? 

Mr. Wiiu1amson. I would like to speak to that because our member- 
ship is entirely composed of coastal and intercoastal people. I think if 
such a bill were practicable it would be a wonderful thing. 

Mr. Dorn. I favor such a thing as against some of the suggestions 
you have made today. 

Mr. Garmatz. Mr. Chase. 

Mr. Cuase. One question. Assuming for the benefit of shipping it 
were decided that additional facilities should be built down there on 
the Panama Canal requiring a substantial capital investment. Do you 
think the interest on that money invested in these additional capital 
investments would be chargeable ? 

Mr. Dewey. Mr. Chase, I would want to see what the proposal was 
and what the necessity for it was. 

Mr. Cuase. Suppose the canal were subject to a major disaster or 
the shipping interests needed major improvements in the way of 
capital investments, would you think it would then be fair to consider 
the interest on the capital cost of the new improvements ? 

Mr. Dewey. Mr. Shapiro will speak to that. 

Mr. Suaprro. I think that would largely depend on what was in- 
tended by the capital investments. If they were intended purely for 
commercial shipping, I think we would give serious thought to bearing 
the interest cost. If they were intended for shipping of a noncom- 
mercial nature, such as to take care of the new super carriers, I think 
we would avoid the hassle of the last decade by setting out whether 
the capital investment was for military or commercial purposes. 

Mr. Cuase. Suppose that were difficult to ascertain ? 

Mr. SHaprro. Now you are getting to the heart of it. It was difficult 
to ascertain. The American people paid all the costs. We knew the 
international ships were going to use it. We did not ask them to put 
up money. But there was a question as to whether it was commercial 
or defense. In 1950 we said because we could not determine which was 
the predominant factor, we would allow for the defense value of the 
canal by forgetting about the interest question. The balance as be- 
tween defense and commerce has not appreciably altered. If it has 
altered it has been to give it more military than commercial signif- 
icance. Yet we have the very balance between the two being removed 
by this legislation. 

Mr. Cuasre. What prompted my question was the use of the word 
“retroactively,” and I can see a sharp distinction between the retro- 








INTEREST ON INVESTMENT IN PANAMA CANAL 19 


active aspect in regard to capital investments made years back and 
capital investments made from here on. Do you get my point? 

Mr. Dewey. I do. I think what would govern would perhaps be 
precedents established in other similar types of Federal construction 
work. 

Mr. Cuase. But the retroactive effect of this bill is, in your opinion, 
one of your major objections to it? 

Mr. Dewey. Our major objection is in principle, that it reverses 
a broad principle, but we certainly object to going back for 5 years. 
The canal made $13 million profit according to the Governor’s records. 
That is a controversial figure, but assuming it is correct, as he does, 
what would happen in this legislation, you would go back and sop 
up $5 million of it, and the profit of the canal is certainly a factor in 
whether you will raise the toll. 

Mr. Cuase. That is all. 

Mr. Garmatz. Mr. Davidson. 

Mr. Davipson. No questions. 

Mr. Garmatz. Thank you, gentlemen. 

Mr. Dewey. Mr. Chairman, I would like to add one comment con- 
cerning the attitude of Congress toward this particular item in the 
Canal Zone Code as regards national defense. 

The committee counsel commented that the House committee gave 
this matter consideration and inserted it in the legislation. I would 
like to incorporate also in the record the statement of the Senate 
Armed Services Committee, which echoed the House action in approv- 
ing this particular section of the code in 1950. I will not read it, but 
I would like the reporter to insert this language in the record. 

Mr. Garma'rz. Without objection. 

(The language referred to, appearing on pp. 4, 5 of S. Rpt. No. 
9531, 81st Cong., 2d sess., is as follows :) 

In addition, subsection E of section 412 of the Canal Zone Code has been 
amended to provide that interest on construction costs shall be eliminated in 
calculating tolls. This principle is the same as is followed by the Tennessee 
Valley Authority in fixing their rates for power, and other similar Government 
projects. This means that the Government continues to include the Panama 
Canal as one of the capital assets of the United States of America. It is valuable 
as part of the national defense of our country and has proved itself as an asset 
for commercial purposes. By so recognizing the national defense aspects, 


interest on construction costs can be deducted from current maintenance charges 
for the purpose of fixing tolls. 


Mr. Garmatz. Mr. Chairman, would you care to add any comments 
on this bill, H. R. 5732? 


Mr. Bonner. No. 
Comptroller General letter is as follows.) 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, March 21, 1956. 
B-120359 
Hon. Hersert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 


DeaR Mr. CHAIRMAN: Reference is made to your letter of March 8, 1956, 
acknowledged March 9, requesting our views and recommendations on H. R. 
5732, entitled “‘A bili to repeal section 412 (e) of title 2 of the Canal Zone Code, 
as amended.” 

The purpose of H. R. 5732 is to remove the restriction, effective as of July 1, 
1951, placed upon the Panama Canal Company by subsection (e), section 412, 
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title 2, Canal Zone Code, as amended by the act of September 26, 1950 (64 Stat. 
1043), excluding interest during the original canal construction from the base on 
which annual interest payable to the Treasury is calculated. This would permit 
such interest to be included in the interest base and, thus, its recovery as an 
item of the net direct investment of the United States. 

Interest, $50,892,311, during construction was computed at 3 percent simple 
interest for the construction period on the funds borrowed to construct the 
canal. We understand that the recognized practices of the construction industry 
is to capitalize interest during construction and recover interest thereon as a 
part of the cost of construction. Our view is that the United States should 
recover interest on the total canal construction cost. See recommendation in 
our audit reports, House Documents Nos. 207 and 478, 838d Congress. 

Accordingly, we recommend enactment of H. R. 5732. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


Mr. Garmatz. We will now take up H. R. 5733. 


[H. R. 5733, 84th Cong., 1st sess.] 


A BILL To add sections 246 (f) and 412 (b) of title 2 of the Canal Zone Code, as amended 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 246 of title 2, Canal Zone Code, 
as amended by the Act of September 26, 1950 (ch. 1049, 64 Stat. 1041), is further 
amended by adding at the end thereof a new paragraph lettered (f) and 
reading as follows: 

““(f) The entire cost of such of the fixed assets transferred to the corporation 
under section 256 of this title as, prior to July 1, 1951, were treated as non- 
depreciable shall be either amortized commencing as of July 1, 1951, or de- 
preciated from the date of placement in service. Such amortization or deprecia- 
tion shall be at the rate of 1 per centum per annum, and the amounts thereof 
accruing subsequent to June 30, 1951, shall, to the extent earned, be paid into 
the Treasury annually, and if not earned shall be paid from subsequent earnings, 
unless the Congress shall authorize the retention of such funds, or any of them, 
for capital expenditures or other purposes. Payments into the Treasury under 
this paragraph shall be treated by the Treasury as miscellaneous receipts 
but shall be treated on the books of the corporation as dividends and shall 
be applicable to reduction of past or future direct Government capital contribu- 
tions (as provided in paragraph (d) of this section) in determining the base 
for interest payments required under paragraph (c) of this section.” 

Sec. 2. The first sentence of paragraph (b) of section 412 of title 2 of the 
Canal Zone Code, as amended by section 12 of the Act of September 26, 1950 
(ch. 1049, 64 Stat. 1042), is amended to read as follows: 

““(b) Tolls shall be prescribed at a rate or rates calculated to cover, as nearly 
as practicable, all costs of maintaining and operating the Panama Canal, to- 
gether with the facilities and appurtenances related thereto, including interest 
and depreciation, amortization of any fixed assets which are classifiable as non- 
depreciable, and an appropriate share of the net costs of operation of the agency 
known as the Canal Zone Government.” 

Src. 3. This Act shall be deemed effective as of July 1, 1951. 


Mr. Garmatz. We now have a bill, H. R. 5733, introduced by our 
chairman, Mr. Bonner, to add sections 246 (f) and 412 (b) of title 2 
of the Canal Zone Code, as amended. 

Our first witness is Mr. Merrill Whitman, Secretary of the Panama 
Canal Company. 


STATEMENT OF MERRILL WHITMAN, SECRETARY, PANAMA 
CANAL COMPANY—Resumed 


Mr. Wurrman. My name is Merrill Whitman. I am Secretary of 
the Panama Canal Company. I am Aor athe to support H. R. 5733. 

Mr. Garmarz. Are you appearing for it ? 

Mr. Wurman. Yes, sir. 
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I have no prepared statement to read this morning but, again, I 
would like to refer to a letter dated March 18, 1955, from Governor 
Seybold to the Speaker of the House transmitting this legislation in 
draft form and explaining the various provisions in detail, with a 
technical discussion of all the various sections. 

I ask that that letter be incorporated in the record. 

Mr. Garmatz. Without objection. 

(The letter referred to is as follows :) 

Marcu 18, 1955. 
The Honorable SAM RAYBURN, 
Speaker of the House of Representatives. 

Deak Mr. SPEAKER: There is forwarded herewith a draft of legislation “to add 
section 246 (f) and to amend section 412 (b) of title 2 of the Canal Zone Code, as 
amended.” The sections sought to be amended concern financial obligations and 
objectives of the Panama Canal Company and the bases for the establishment of 
tolls for the use of the Panama Canal. 

Section 246 of title 2 of the Canal Zone Code, as amended, prescribes the method 
by which the investment of the United States in the Panama Canal Company 
shall be determined and establishes the Company’s obligation to repay the Treas- 
ury for the interest costs of funds directly invested in the corporation, annuity 
payments to the Republic of Panama under the convention of November 18, 1903, 
as modified by the treaty of March 2, 1936, and the net costs of operation of the 
agency known as the Canal Zone Government. Section one of the attached bill 
would impose a further obligation on the Company either. to amortize or depre- 
ciate such of the fixed assets transferred to the corporation by the Panama Canal 
(agency) July 1, 1951, as, prior to that date, were treated as nondepreciable. It 
would also require that such recoveries effected by the Company would be paid 
into the Treasury annually as liquidating dividends on the Government’s invest- 
ment unless the Congress should authorize the retention of such funds. 

The establishment of the transfer values at which the canal and its related 
facilities and appurtenances are to be taken into the accounts of the Company in 
conformity with the requirements of section 246 has required an extensive in- 
ventory and cost appraisal of all such assets. While this program is not as yet 
entirely completed, the major valuation determinations have been made, and it 
has become apparent that substantial adjustments must be made to the plant 
values as carried on the books of the former Panama Canal agency in order to 
establish sound and equitable values for purposes of establishing the financial re- 
sponsibilities of the Company under the law. The principal adjustments fall 
in three major categories : 

(a) The elimination of the cost of defense facilities, excess plant, and aban- 
doned projects. 

(bv) The capitalization of facilities and improvements useful to the company’s 
operations previously expensed. 

(c) The establishment of adequate reserves for depreciation and obsolescence. 

The existing statute would appear to give adequate authority to make such 
adjustments in the capital accounts. However, the establishment of deprecia- 
tion reserves as of the transfer date for certain major capital items previously 
classified as nondepreciable and the current accrual of depreciation against such 
properties is a change in financial policy of such material significance as to 
indicate the necessity for specific Congressional authorization. 

If the legislation is enacted, the company intends to establish depreciation 
reserves on the following classes of assets transferred to it on July 1, 1951, 
previously considered to be nondepreciable : 

Channel and harbors 

Breakwaters 

Excavation and fill for dams and spillways 
Locks excavation and fill 

Drydock excavation, Cristobal 

The cost of these facilities (exclusive of interest during construction) has been 
tentatively determined to be $273 million and the accrued depreciation at the 
transfer date, using the rate of 1 percent per annum, has been tentatively com- 
puted at $92 million. If interest during construction is approved for inclusion 
in the tolls base under a legislative proposal being submitted separately, these 
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amounts will be increased by approximately $33 million and $12 million, 
respectively. 

It is the opinion of the board of directors, based on the judgment of its tech- 
nical staff and engineering consultants, that the foregoing classes of assets are 
properly depreciable because the economic life of the present channel is a limited 
one due to functional causes such as obsolescence and inadequacy. A depreciation 
rate of 1 percent per annum for writing off such facilities is in line with general 
practice among public utilities under generally similar circumstances, and is 
believed to be reasonable. The retroactive application of depreciation to these 
facilities is required under generally accepted accounting principles which pro- 
vide for a systematic spreading of depreciation over the useful service life of 
a facility, and is also consistent with section 246 (b) which provides in part 
that depreciation of properties and equipment shall be given due consideration 
in fixing the value of properties and equipment shall be given due consid- 
eration in fixing the value of properties and other assets transferred to the 
Panama Canal Company from other Government agencies. 

In this connection, studies made by the company, though not wholly final, 
indicate that recovery of such accrued depreciation has been made wholly or in 
substantial part from operations of the canal prior to the 1951 reorganization if 
computed on the basis presently prescribed by the Congress for accounting and 
financial practices. 

After classifying the foregoing assets as depreciable, there would remain 
approximately $13 million invested in the acquisition of rights, privileges, and 
lands in the Canal Zone ($15 million if interest during construction is authorized 
for inclusion in the tolls base under the legislative proposal being submitted 
separately, the cost of which is properly classified as nondepreciable. The 
recovery of this amount through amortization clearly requires authorizing legisla- 
tion, which the subject bill would provide. There would appear to be no basis 
for making such amortization retroactive back of the effective date of the re- 
organization, July 1, 1951. Section 2 would specifically authorize the inclusion 
of amortization of nondepreciable assets in the tolls base. 

The net financial effect of the proposed legislation would be to increase annual 
charges against tolls by an amount that would diminish each year until such 
time as the cumulative recoupment of the Government’s investment produced an 
interest saving in excess of the additional annual charges for depreciation and 
amortization. From that point on the total of the charges for depreciation, 
amortization, and interest would become less than it is today and would continue 
to decrease until the entire related investment was fully amortized sometime 
after the year 2014. The amounts involved and the time when interest savings 
would begin to exceed the depreciation and amortization added by this bill would 
depend on future interest rates, which change annually, and whether or not the 
separate bill relating to interest during construction is enacted. The following 
table has been computed, using the current interest rate from 1955 on, to show, 
first, the fiscal effects of enactment of the subject bill alone. and, second, the 
combined fiscal effects of enactment of the subject bill and of the bill restoring 
interest during construction, which is being separately submitted: 


! 
| Combined 
| | effects of sub- 
Effects of | ject bill and 
subject bill | interest-dur- 
| ing-construc- 





tion bill 
—_—— -— —E — — — ——_—_—_—__— $e | — \- — 
Retroactive effect, fiscal years 1952-55: | | 
Additional depreciation and amortization charges_--- uk -...---| $11,539,000 | $13, 686,0% 
See WEN DUONG PAW o.oo oe er oc eens 8, 058, 000 5, 489, 00) 
Net additional charge against income- : 3, 481,000 | 8. 197, 000 
Effect, fiscal year 1956: eS 
Additional depreciation and amortization charges - , 2, 901,000 | 3, 437, 000 
Less net interest savings_- : 2, 232, 000 1, 520, 000 
Net additional charge against income-._---_- i P 669, 000 | 1, 917, 000 
Approximate year in which interest savings would begin to exceed additional 
charges, at 2.43 percent__ neces i : J : (‘) (?) 


1 Fiscal year 1961. 
3 Fiscal year 1974. 
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The effective date of the proposed legislation has been made July 1, 1951, 
in order to provide consistency in accounting and financial requirements from 
the date on which the canal enterprise was organized. While exact figures will 
not be available until final property valuations have been established, calcula- 
tions using the present tentative valuations indicate that computed net income 
for the fiscal year 1952 through 1956 will be nearly sufficient to absorb the addi- 
tional charges imposed by both bills for the period and hence practically the 
entire amount will have been earned and recovered from current revenues. These 
sums, however, are not provided for in the financial program of the Company 
appearing in the President’s budget document for 1956 now before the Congress. 
The method of funding the additional sums due the Treasury for this period as 
a result of the proposed legislation would have to be worked out in conjunc- 
tion with the Bureau of the Budget. 

The proposed legislation is in harmony with the comments contained in the 
reports of the House Appropriations Committee on the Civil Functions Appro- 
priations bills for the fiscal years 1954 and 1955. In both of these reports, the 
Company was admonished to recover from revenues the Government’s invest- 
ment in the canal including interest during construction. The Senate Committee 
on Appropriations, in reporting on the same bill (Rept. No. 459, 88d Cong., at 
page 21) expressed the belief that the entire Federal investment in the canal 
should be amortized. As previously indicated, authority to recover interest dur- 
ing construction is being sought in a separate bill. 

The proposed legislation was introduced in the second session of the 83d 
Congress as H. R. 9665 but was not acted on prior to adjournment and is there- 
fore being resubmitted. 

The Director of the Bureau of the Budget has advised that there would be 
no objection to the submission of legislation providing for the amortization or 
depreciation of fixed assets treated as nondepreciable prior to July 1, 1951, pro- 
vided that: (a) the entire cost of such assets is to be either amortized or de- 
preciated; (b) an amount at least equal to 1 percent of the cost of such assets 
should be paid to the Treasury annually as a reduction of the Government’s in- 
vestment; and (c) that the time when amortization or depreciation is to com- 
mnence is specified. With respect to the point last stated, the Director expressed 
the belief that the date of July 1, 1951, should be specified. 

It is important to note that the deferment to July 1, 1951, of the accrual of 
depreciation on the channel and related facilities as recommended by the Bureau 
of the Budget would have a very material effect on the financial obligations im- 
posed upon the Company by the proposed bill. As stated previously, the esti- 
mated accrued depreciation on the channel and similar facilities to July 1, 
1951, would be $92 million, before allowing for interest during construction. In 
the calculations previously set forth, this amount was deducted from the Com- 
pany’s interest base and served substantially to offset the additional charges 
arising from depreciation and amortization of assets previously classed as non- 
depreciable. The table shown above has been recomputed on the basis pro- 
posed by the Director of the Bureau of the Budget and the estimated resulting 
fiscal effects of the enactment of the subject bill and the bill restoring interest 
during construction on that basis are as follows: 


Combined 
effects of sub- 

Effects of ject bill and 
subject bill | interest-dur- 
ing-construc- 





tion bill 
Retroactive effect, fiscal year 1952-1955: 
Additional depreciation and amortization charges__._..______.-_---__- ., $11, 539, 000 $13, 686, 000 
I on en eds can nae sees ecaeees ed is niin | 3, 641, 000 
Total additional charges against income Si s anaaaea ek aan aaa 11, 539, 000 17, 327, 000 


Estimated effect, fiscal year 1956: 
Additional depreciation and amortization charges eae nad bs tens sais 2, 901, 000 3, 437, 000 
Re oe ee go dec duuanveweaskocsencnuwees as 1, 009, 000 


Total additional charges against income \ ; 2, 901, 000 4, 446, 000 
Approximate year in which interest savings would begin to exceed additional 


Gnerges, at 2.45 percent Interest. .....-..................... (1) (2) 


1 Fiscal year 1992. 
2 Fiscal year 2007. 
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The effective date of both bills is July 1, 1951, and accruals on the basis pro- 
posed by the Director of the Bureau of the Budget would eliminate all net in- 
come reported for the fiscal years 1952 through 1954 and produce a cumulative 
deficit through 1956, on the operating assumptions contained in the President's 
budget, of approximately $12 million. Of the added interest and capital repay- 
ments imposed by the two bills, about $9 million on this basis would have been 
earned and recovered through current revenues. As indicated previously, funds 
are not available to make such additional payments to the Treasury and the 
funding of this obligation would have to be worked out with the Bureau of the 
Budget. The estimated deficit of $12 million would have to be carried forward 
for recovery from revenues in future years. It should be noted that all calcula- 
tions and estimates furnished herein are based on tentative valuations of the 
Government’s investment which have not yet been approved by the Director of 
the Bureau of the Budget. The amounts shown, are therefore subject to change. 

Sincerely yours, 
(Signed) J. 8S. Seysoxp, President. 


A BILL To add section 246 (f) and amend section 412 (b) of title 2 of the Canal Zone 
Code, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled. That section 246 of title 2, Canal Zone Code, 
as amended by the Act of September 26, 1950 (ch. 1049, 64 Stat. 1041), is further 
amended by adding at the end thereof a new paragraph lettered (f) and reading 
as follows: 

“(f) The entire cost of such of the fixed assets transferred to the corporation 
under section 256 of this title as, prior to July 1, 1951, were treated as nonde- 
preciable shall be either amortized commencing as of July 1, 1951, or depreciated 
from the date of placement in service. Such amortization or depreciation shall 
be at the rate of one per centum per annum, and the amounts thereof accruing 
subsequent to June 30, 1951, shall, to the extent earned, be paid into the Treasury 
annually, and if not earned shall be paid from subsequent earnings, unless the 
Congress shall authorize the retention of such funds, or any of them, for capital 
expenditures or other purposes. Payments into the Treasury under this para- 
graph shall be treated by the Treasury as miscellaneous receipts but shall be 
treated on the books of the corporation as dividends and shall be applicable to 
reduction of past or future direct Government capital contributions (as provided 
in paragraph (d) of this section) in determining the base for interest pay- 
ments required under paragraph (c) of this section.” 

Seo. 2. The first sentence of paragraph (b) of section 412 of title 2 of the 
Canal Zone Code, as amended by section 12 of the Act of September 26, 1950 (ch. 
1049, 64, Stat. 1042), is amended to read as follows: 

“(b) Tolls shall be prescribed at a rate or rates calculated to cover, as nearly 
as practicable, all costs of maintaining and operating the Panama Canal, together 
with the facilities and appurtenances related thereto, including interest and de- 
preciation, amortization of any fixed assets which are classifiable as nonde- 
preciable, and an appropriate share of the net costs of operation of the agency 
known as the Canal Zone Government. * * * .” 

Sec. 3. This Act shall be deemed effective as of July 1, 1951. 


Mr. Wrirman. Public Law 841 enacted in 1950 provides that tolls 
for use of the canal will be established at rates that will return cer- 
tain costs of operation, including depreciation. There is no provision 
for amortization of nondeprec inble assets. 

We have invested approximately $619 million in fixed assets, and 
of that amount approximately $286 million at the time of the reorgan- 
ization were regarded as nondepreciable assets. Since that time, in 
the course of the evaluation study which has now been completed by 
the Company, our accounting staff has concluded that a substantial 
part of those assets formerly classified as nondepreciable are in fact 
depreciable under standard accounting principles. Those assets that 
they now consider depreciable amount to $273 million. They regard 


$13 million of the assets as nondepreciable under sound accounting 
principles. 
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However, when the legislation was enacted in 1950 the whole $28 
million had been classified as nondepreciable, and the legislation was 
undoubtedly enacted on the theory that those assets were nondeprecia- 
ble. Therefore, before proceeding to depreciate the $273 million that 
we now regard as legally depreciable, it was felt that we should sub- 
mit this matter to your committee for approval before underitlns 
the adjustment of the accounts to reflect depreciation on the $273 
million. 

As I said, there is no provision in the law for amortization of a non- 
depreciable asset, and the Appropriations Committees and the Gen- 
eral Accounting Office have both recommended that the law be 
amended to provide for amortization of these assets. This bill would 
provide for such amortization. 

The time for depreciation or amortization would control the fiscal 
operation in large part. On that point the Bureau of the Budget has 
advised that there is no objection to the suggested legislation with 
three provisos: 

(1) That the entire cost of the assets be amortized or depreciated ; 

(2) That an amount at least equal to one percent of the cost of such 
assets is paid to the Treasury annually as a reduction of the Govern- 
ment’s investment; and 

(3) That the time for beginning of amortization or depreciation be 
specified ; and on the latter point they recommended that the date July 
1, 1951, be specified. 

If amortization, and depreciation for that matter, shall commence at 
July 1, 1951, the total additional charges against income will be some- 
thing over $3 million a year. This would substantially liquidate the 
net income for the 4-year period we have been operating since the re- 

organization in 1951. 

If the assets we now regard as depreciable are depreciated from 
1914, the date of the opening of the canal, the reduction in interest 
charges for that period, applied retroactively, would substantially 
offset the increased charges for depreciation so that there would be 
a net increase of about $670, 000 in the charges made against shipping 
using the canal for this purpose. 

Those figures are set out in tabular form in the letter of March 18, 
1955, but the gist of it is as I have stated. 

If’ you adopt the bill we have been discussing previously, H. R. 5732, 
those charges of course would be increased by a little better than $1 
million a year straight across the board. 

That, I believe, is the sum and substance of the legislation, and I 
shall be glad to attempt to answer any questions that the committee 
may have. 

Mr. Gana, Any questions? 

Mr. Zincxe. Mr. ‘Whitman, as I understand your testimony, you 
stated that at the time Public Law 841 was under consideration, that 
your organization at least represented to the committee that these 

assets were nondepreciable, and that the action of the committee in 
reporting out what subsequently became Public Law 841 was based, 
at least in part, upon that testimony. Is that correct? 

Mr. Wuirman. Yes, I think that is correct. Undoubtedly the re- 
port was based on that testimony. How much weight or consideration 
was given to it, I do not know. 
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Mr. Zixcke. But at least there was a representation made that 
$286 million was nondepreciable, and the formula set out in the bill 
was set out in the light of that testimony ? 

Mr. Wurman. I think that is a fair assumption. 

Mr. Zincke. Subsequently your accountants determined that that 
testimony was in error. Is that correct? 

Mr. Wuirman. I do not think the testimony was in error. 

Mr. Zincker. The representation that they were nondepreciable? 

Mr. Wuirman. The fiscal data furnished to the committee showed 
that of those assets $286 million, or whatever the figure was, were non- 
depreciable, yes, sir, and that was the basis on which the committee 
considered the legislation. 

Mr. ZincKe. And subsequently your accountants changed their 
mind. May I phrase it that way ? 

Mr. Wuirman. You may; yes, sir. 

Mr. Zincke. And decided they were depreciable? 

Mr. Wuirman. Yes, sir. 

Mr. Zincke. In the light of that, do you not think we should go 
back and recast the entire Public Law 841 ? 

Mr. Wuirman. I think perhaps that is the question before the 
committee; yes, sir. 

Mr. Zincke. That is all, Mr. Chairman, 

Mr. Garmatz. Any other questions ? 

Thank you, Mr. Whitman. 

Mr. Eckert, did you want to testify on this bill? 

Mr. Ecxerr. Yes, Mr. Chairman. 

Mr. Garmarz. All right, Mr. Eckert. 


STATEMENT OF CHARLES E. ECKERT, LEGISLATIVE ATTORNEY, 
OFFICE OF THE COMPTROLLER GENERAL, ACCOMPANIED BY 
W. A. NEWMAN, DEPUTY DIRECTOR, DEFENSE ACCOUNTING AND 
AUDITING DIVISION; AND F. H. BARCLAY, ATTORNEY, OFFICE 
OF THE GENERAL COUNSEL—Resumed 


Mr. Eckert. Mr. Chairman and members of the committee: 

We appreciate the opportunity to appear before the committee to ex- 
press our view on the bill, H. R. 5733. 

Our report of March 21, 1956, to the committee set forth fully our 
views on the merits of the legislation and offered certain modifications. 
It is requested that our report be made a part of the record. 

H. R. 5733 would provide for the depreciation or amortization of 
the fixed assets which were transferred to the Panama Canal Com- 
pany and which were not depreciated by the former Panama Canal 
Agency. These assets amounted to approximately $348 million as of 
June 30, 1955, and consisted of costs of excavation and fill of channels, 
harbors, basins, dams, spillways, interest during construction, and 
other tangible and intangible construction costs. 

As the committee is aware, we view the intent of the Congress that 
the Panama Canal operation shall be self-sustaining and self-liquidat- 
ing. If the Government is to recover its investment in the canal, the 
amortization or depreciation of these assets and the deposit of the 
annual amount thereof into the United States Treasury to reduce the 
Government’s investment is essential. We believe that the enactment 
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of this bill will benefit not only the Government by the return of its 
investment but will favor the users of the canal through the systematic 
reduction of the base upon which interest charges are computed and 
collected through tolls. 

As pointed out in our report, the effect of the language— 
shall be either amortized commencing as of July 1, 1951, or depreciated from 
the date of placement in service— 
is not clear to us. However, we believe that these costs should be 
amortized over the estimated useful life of the canal. In the case of 
the locks and chambers, this has been established as 100 years from 
August 14, 1914, the date the canal was opened to traffic. We believe 
this same pattern should be followed with respect to the canal itself. 

Our review of the operations of the Panama Canal Agency disclosed 
that the income of the agency from 1914 to 1951 was adequate to cover 
depreciation or amortization of assets previously considered nonde- 
preciable, to provide adequate provisions for depreciation on other 
assets, and to leave a surplus of approximately $24 million. The Com- 
pany agrees that the income was sufficient to cover these costs and 
leave a substantial surplus. Consequently, we believe it would be 
inequitable to require future customers to pay for depreciation or 
amortization for the first 37 years, which, although not recorded, has 
been recovered through tolls. Thus, we recommend that provision be 
made for the amortization or depreciation commencing with the open- 
ing of the canal or the date the asset was placed in service, if later 
than that date, and the writing off against income earned during that 
period of the amortization and depreciation which had accrued to 
July 1, 1951. 

Our analysis of the canal operations since 1951 discloses that income 
has been adequate to cover these charges to date. 

If the canal enterprise is to be self-sustaining and self-liquidating 
all items of cost must be considered. To do otherwise would be to 
subsidize the commercial users of the canal. In 1955, 96 percent of the 
tolls revenue was derived from commercial vessels, 67 percent of which 
were of foreign registry. For this reason, we believe that the interest 
during construction of approximately $50 million should be capitalized 
and included in the interest base to allow its recovery as an item of 
the net direct investment of the United States. 

We strongly favor the purposes sought to be accomplished by H. R. 
5733. However, we recommend that the bill be clarified to require 
the amortization of these constructive costs from August 14, 1914, or 
the date the asset was placed in service, if later than that date. 

We will be glad to answer any questions, Mr. Chairman. 

Mr. Garmatz. Any questions ? 

Mr. Davinson. Mr. Eckert, as I understand your statement, the 
canal enterprise thus far, in consideration of the basis that has been 
used up to now, has been self-sustaining and has even thrown off a 
little excess that went into the United States Treasury. Is that correct ? 

Mr. Eckert. That is correct 

Mr. Davipson. And if we were to reevaluate our method of ac- 
counting we would have a quicker amortization of the initial Gov- 
ernment investment. Is that the idea of the thing? 

Mr. Eckert. No, Mr. Davidson, I think you would have to say we 
would get an amortization we do not get today. They are amortizing 
the cost of the locks and chambers over the period of 100 years, which 
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means that in 63 more years they will be off the books. But there is 
another $292 million that is still sitting there exclusive of $50 million 
of interest during construction, on which interest is being computed 
and paid. It is our position that while we have been and are receiving 
interest to date on the $292 million, when we reach this 100-year end 
there will still be $343 millon that has not been recovered by the 
United States. 

Of course we do not know what the life of the canal is, no one 
knows, but for the locks and chambers it was assumed it would be 
100 years. We believe that is a fair assumption. We think if we 
were willing to write off what has accrued these 37 years, it would 
reduce the base on which the interest is being computed and there- 
fore reduce the interest charge which must necessarily be collected 
through tolls. 

Mr. Davipson. You are making a paper profit now ¢ 

Mr. Eckert. That is correct. 

Mr. Davinson. But it does not take into consideration what you 
consider the proper investment evaluation ? 

Mr. Ecxert. That is correct, Mr. Davidson. Of course this is all 
a problem of reconstruction. We do not know and could not tell you 
in exact figures what the income of the canal has been for the past 
37 years. We differ with the Company by maybe millions of dollars, 
but I think we all agree it has been sufficient to this point to offset 
these amounts. 

What we have recommended through this bill is to put it in focus so 
that we can then, accountingwise, compute interest on it and reduce 
by amortization the investment of the United States so that at least 
at the end of a period—in our opinion it should be 100 years from 
1914—the investment of the United States would have been recovered 
and then all that would be chargeable to tolls would be operation 
costs or construction that might be put in in the future. As it is now 
you are still sitting there with $343 million on the books and it will 
still be there in 2014. 

Mr. Davipson. Thank you. 

Mr. Garmarz. Any further questions? 

Mr. Bonner. Will you aie to me this $343 million that will 
still be there in 2014? 

Mr. Ecxerr. We have estimated the cost of the actual construction 
of the canal itself at $343 million including interest during construc- 
tion, which were considered in the passage of the legislation as non- 
depreciable assets, which means that no part of that is being charged 
off and coming back to the Government. Except for the $50 million 
of interest during construction, it is standing as an item of investment 
on which interest is being computed today. They did not know how 
much it was at the time of the legislation, and that may have been 
one of the factors that entered into this situation. 

Mr. Bonner. I understand now. The interest is being paid on 
that? 

Mr. Ecxerr. Yes, sir. 

Mr. Bonner. And you propose here to do what ? 

Mr. Eckert. We are proposing that you would amortize and write 
off, in other words, that portion which would be allocable per year for 
a 100-year life. 
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Mr. Bonner. Each year a certain portion of it? 

Mr. Ecxerr. Each year a certain portion of it. We would write off 
about $3.43 million of the $343 million a year 

Mr. Bonner. Write it off in what manner ? 

Mr. Eckert. Against tolls. The tolls would pay it for the future. 
They have actually paid it for the past, but because of the records 
and so forth of the canal 

Mr. Bonner. Would that mean increasing the tolls? 

Mr. Eckert. I do not think so, Mr. Chairman. I do not know 
what the situation will be in the future. Today they are coming back 
with a small profit, even today. After we have computed these 
amounts and put them in the records, they would still have a small 
profit. What the future would hold, we cannot say. 

Mr. Bonner. If your proposal were brought to pass, they would 
still reflect a small profit on the tolls ? 

Mr. Ecxerr. I think so. Traffic has constantly been on the increase. 

Mr. Bonner. How was it that this program was set up? 

Mr. Ecxerr. I think Mr. Whitman has said that it was testified 
that that was the type of thing that could not have been depreciated. 
They did not know those costs. They had not collected them or put 
them together. 

Mr. Bonner. Was the thought that this would be a permanent in- 
vestment ? 

Mr. Eckert. I do not know what the thought was but that is the 
effect today. Mr. Newman might clarify that. 

Mr. Newman. Mr. Chairman, I think one thing we have to discuss 
here at the moment to make it clear to everybody is that one of the 
purposes of Public Law 841 was to place these activities on a business- 
like basis. With rare exception we can say in the General Accounting 
Office—and the Congress were aware of it—that the second best reason 
for Public Law 841 was to set up an accounting system. The records 
were unreliable. The Company now has done a good job on inventory- 
ing and appraisal of the assets. 

T doubt you will find on any financial statement of any corporation 
such a term as nondepreciable. You can look at the accounting dic- 
tionaries and you will not find the word. At that time they were 
called nondepreciable because they did not have sound accounting, 
they did not have sound accounting policies. 

What we have been trying to do for the past 5 years—and the 
Company has cooperated—is to determine what the amount of the 
assets are, eliminating the defense facilities. 

We personally felt—and that is why we made the recommendations 
in the report—there were a lot of facts that were not brought to the 
attention of the committee when Public Law 841 was passed. As 
Mr. Whitman has testified, they have now found, and we agree, a lot 
of assets that should be depreciated, and that normally are depreciated 
in any large utility. 

Mr. Bonner. Can you give me in nontechnical language what the 
substantial benefit of your ‘proposal will be? 

Mr. Eckert. I think it will have two benefits, first, it will eventually 
return the Government’s investment in the Panama Canal, at the end 
of the next 67 years; and secondly, it will continually, by reason of 
this amortization, reduce the amount on which interest is computed 
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and paid to the Treasury and reduce the amount that must be recov- 
ered from the tolls. 

Mr. Zetenxo. What does the interest amount to that is being paid 
now, approximately ¢ 

Mr. Eckerr. $9 million a year, approximately. 

Mr. Ze_enKo. I believe Mr. Bonner asked you what effect your 
recommendation would have on the tolls? 

Mr. Eckert. To date it will allow them at least to remain the same. 
You would be adding an amount for amortization that would have to 
be considered and you would be reducing your interest base, which 
would mean your interest would come down. 

Mr. ZeLeENKO. But you say to date it would have no effect ? 

Mr. Ecxerr. We cannot guess for the future. We know this, in 
reconstructing it we have h: ad income sufficient to offset all the expense 
under our recommendation. The traffic has constantly increased. If 
the same pattern is continued, I can foresee no increase. 

Mr. ZetenKo. Would it be beneficial to the Government and to the 
shipping interests if the tolls w ps increased ¢ 

Mr. Eckert. I cannot say. said considering all our recommenda- 
tions having been put in wr Sg income would be sufficient to cover all 
expenses. 

Mr. ZeLenKo. Would there be money set aside out of the revenue 
under your plan ? 

Mr. Eckert. Yes, sir. 

Mr. Zetenko. And that would be money additional to the expenses 
now incurred ? 

Mr. Eckert. Yes. 

Mr. ZeLenko. Would not that prevent a possible reduction in tolls 
by using that money for amortization ? 

Mr. Ecxerr. Y es, if you do not charge the expenses certainly your 
toll figure could be less. If we did not ‘have any expenses they could 
go free. 

Mr. ZetenKo. I mean, setting aside a certain amount for amortiza- 
tion that is not being used for that purpose now. According to your 
plan you intend to have a certain amount set aside for amortization. 
That is not in effect now ? 

Mr. Eckert. No. 

Mr. ZetenKO. Where would those additional monies for amortiza- 
tion come from? 

Mr. Eckert. From the tolls. 

Mr. Newman. The present tolls. 

Mr. Davipson. As I understand it, your income from the canal is in 
the form of tolls? 

Mr. Eckert. Generally, yes. 

Mr. Davinson. And the idea of the General Accounting Office is 
to have something in the nature of a constant payment plan just 
as we have in real estate mortgages, so much going for interest. and 
so much for amortization, the interest going down as the amortiza- 
tion goesup. That isthe principle? 

Mr. Eckert. That is right. 

Mr. Davinson. That is : why you say you cannot say with certainty 
the tolls would have to go up? 

Mr. Eckert. That is correct. I think that is a good simile to draw. 
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Mr. Davinson. That is the bookkeeping end of it. Now, with 
regard to your first premise that it would permit the Government 
to liquidate its investment, is that necessarily to be desired or recom- 
mended? Is it not a fact that if you did not have this formula 
wherein a part of the toll income would go for amortization and a 
continuing lesser amount go for interest, is it not a fact that all of 
this money would go to the Government as pure income, interest on 
its investment ? 

Mr. Eckert. We do not know that. There might be a toll hearing 
next year and they could reduce the tolls. 

Mr. Davipson. You could not reduce tolls under this proposal until 
you had completely amortized your investment. 

Mr. Ecxerr. That is what we want, but if you held a toll hearing 
tomorrow you would not consider that and you could set tolls at 
a lower figure than if you had to include as an expense, annual de- 
preciation « or amortization of $343 million. 

Mr. Davipson. The cost of maintaining this expense would be the 
same for the Government for approximate sly 100 years ¢ 

Mr. Maru1arp. This bill, as 1 read it, calls for a 1 percent per 
year amortization. The interest figure would gradually decline. So 
this is not the same as the so-called constant monthly payment system, 

Mr. Davipson. I may be in error, but I understood the eifect to 
be the same as a constant payment. 

Mr. Maruarp. The effect is not the same. 

Mr. Davipson. Do you mean they would have to pay 1 percent 
amortization and pay interest on the balance of the investment ? 

Mr. Matuiarp. That is correct. Your tolls could conceivably 
gradually reduce as the interest payments became less, and at the 
end of 100 years there would be no further amortization payments 
required and cer tainly the tolls could be reduced. 

But I would like to find out one thing here. When you take 37 years 
and write off the annual amortization and balance the interest now 

paid on the unamortized capital against the annual amortization 
neni which is the higher? In other words, you have about $3.5 
million a year you would pay— 

Mr. Ecxerr. Your interest would be computed on the principal 
balance. 

Mr. Mattuatrp. As of today, which is the higher figure ? 

Mr. Newman. The net increase charge: ble to tolls would be about 
$2 million. 

Mr. Eckert. This bill, as we understand it, would start July 1, 
1951. Our recommendation would be that we go back and start it in 
1914, because we know income has been sufficient during this period 
when it was not amortized to ac tually offset 

Mr. Maiuiarp. But would not one of the principal advantages of 
the bill, amended as you suggest, be a greater degree of likelihood 
of lower tolls in the future? 

Mr. Eckert. I believe it would. 

Mr. Bonner. Each year there has been a surplus? 

Mr. Eckert. Yes. 

Mr. Bonner. What was done with the surplus? 

Mr. Newman. What has gone to surplus is about $14 million. The 
Company has returned $10 “million. They did not return that from 
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the earnings. That was excess cash they had on hand at the time 
the Panama Canal accounts were transferred. 

According to our interpretation of the legislation, the Company 
has come home with $27 million profit on the canal activity. It has 
put into the Treasury $10 million. If we establish this amortiza- 
tion, in the past 3 years we would have had $3 million a year coming 
in and the interest would have been less. 

Mr. Bonner. Would this be retroactive as to amortization ? 

Mr. Newman. We think it should be. It is our analysis that the 
money has been collected through tolls. 

Mr. Ecxerr. The retroactive provision would be beneficial to the 
shipping industry. We would write off 3%99 of the $343 million 
against profits we have earned. 

Mr. Bonner. And that would reduce the interest ? 

Mr. Ecxerr. That is right. 

Mr. Bonner. Then the future benefit would be to reduce tolls. The 
Treasury is getting the money, actually, and the Panama Canal is 
getting no credit for it ? 

Mr. Eckert. What is that question ? 

Mr. Bonner. The money you would make retroactive would go to 
the Treasury ? 

Mr. Newman. It has been there for years. 

Mr. Bonner. In other words, they would get credit? 

Mr. Newman. Yes. The tolls in the past, since 1914, have been 
sufficient to cover all costs that we feel should be charged to date to 
this operation as you charge a public utility. It is just unfortunate 
you did not have this information in your hands when Public Law 
$41 was passed. We did not have a good internal control and ac- 
counting system. But there have been many consultants hired b 
the Company, and the Board of Directors agree and we agree wit 
these principles we are recommending. 

Mr. Davinson. I think the chairman has hit the question I had 
in mind on the head. About $10 million went into the United States 
Treasury and the United States Treasury merely accepted it as profit 
from the canal and did not reduce the amount that was called invest- 
ment ¢ 

Mr. Newman. The legislation did not call for it. 

Mr. Davipson. You think that would be a proper thing to do? 

Mr. NewMaAn. That is correct. 

Mr. Davinson. And if we did that up to now and continued in the 
future, there would be a reduction in interest and consequently the 
tolls could be reduced; is that correct ? 

Mr. Eckert. Assuming the general pattern goes ahead; assuming 
the income continues to go up. 

Mr. Davinson. Can we be sure, as Chairman Bonner indicated he 
wanted likewise to ascertain, can we be sure that this change in ac- 
counting method—which seems to be quite reasonable and fair—will 
not at the present time or in the future increase the toll charges? 

Mr. Newman. The profit is $13,600,000 for 4 years through June 
50, 1955. 

Mr. Davipson. How much ? 

Mr. NewMan. $13,600,000 for 4 years. 

Mr. Davinson. That is approximately $3 million a year and the non- 
depreciable charge is about $300 million ¢ 
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Mr. Newman. $3 million a year for 4 years would be $12 million. 
Then you have a reduction in interest of $7.9 million. So the Com- 
pany would still come out $4 million ahead under these recommenda- 
tions. 

Mr. Bonner. Is the Company opposed to this? 

Mr. Newman. Mr. Whitman just made his remarks for the record. 
I believe he is not opposed to the $300 million. 

Mr. Dorn. His testimony is they are for this bill and they take no 
position on the prior bill. 

Mr. Davipson. This is a request from the General Accounting 
Office to Congress to permit you to change your method of accounting ? 

Mr. Newman. We have to change the basic legislation. 

Mr. Davinson. The basic legislation will have to be changed, but 
you believe this will not involve an increase in the tolls if the traffic 
is somewhat stable? 

Mr. Newman. That is right. We also have other considerations. 
We believe the philosophy of operation should be changed. ‘There 
are other economies we feel should be made. 

Mr. Davipson. Those are separate considerations ? 

Mr. Newman. Yes. They would increase the profits. 

Mr. Ecxerr. This bill, of course, was not introduced at our request, 
but we have recommended this since 1952 in our first audit report on 
the Panama Canal operations. We have recommended it each year 
to the Congress through our audit report. 

Mr. Garmatz. Any further questions / 

Mr. Dorn. You undoubtedly were here when Mr. Dewey testified 
and challenged — statement on page 2 of your prior testimony 
where you said the St. Lawrence Seaway would require payment of 
interest during construction. Can you justify that staten ent in fact? 

Mr. Eckert. I think so, Mr. Dorn. I think Mr. Dewey’s statement 
that there is no specific statement that says interest shall be included 
is correct. The bill is a self-liquidating bill. It provides for the is- 
suance of bonds which have to be paid back in a certain number of 
years. The issuance of those bonds was authorized by the legislation 
and the committee report—I am sorry I cannot cite the report— 
authorized the appropriation of $105 million and indicated what 
that would be, so much for actual construction, allowance for contin- 
gencies, and so on. 

AsI explained when we discussed this matter in the hearing on the 
prior bill, in a commercial activity you either charge interest ‘ch: arges 
to the construction or you charge them to operations. The report 
which accompanied the bill indicates it was considered that it would 
be done that way, and we do know this, that we are working with the 
St. Lawrence Seaway in the development of their construction ac- 
counts, and they are providing for it in the same way. 

Mr. Newman. The same way as Bonneville Dam. 

Mr. Dorn. In my discussion with Mr. Dewey I mentioned a letter 
dated July 21, 1955, which he had sent to Senator Fulbright of the 
United States Senate, in which the Pacific American Steamship Asso- 
ciation states a table they include— 
shows that the canal has returned to the Federal Treasury the entire cost of 


annual depreciation of the cost of construction of the canal, construction of the 
ancillary business and commercial activities, construction of facilities for the 
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Zone Government and for the annual operating cost of the entire company and 
government enterprise at the canal * * * 


Do you have any comment on that? Do you agree with the con- 
tents of this letter of July 21, 1955? 

Mr. Eckert. I can say we do agree with the principle. The income 
has been sufficient to cover all costs and expenses as we have been able 
to analyze them. 

Mr. Newman. When we say costs we are talking about taking care 
of the depreciation to date, not the capital cost. It is along normal 
businesss practices. 

Mr. Dorn. If we could insert the letter in the record at this point, 
I think it might be helpful. 

Mr. Garmatz. Without objection. 

(The letter referred to is as follows:) 


PaciFIc AMERICAN STEAMSHIP ASSOCIATION, 
San Francisco, Calif., July 21, 1955. 
Hon. J. W. FULBRIGHT, 
United States Senate, 
Washington, D.C. 

DeEAR SENATOR FULBRIGHT: It is respectfully requested that this letter be made 
a part of the record as a supplement to our statement offered before your com- 
mittee on July 18, 1955 on the revisions to the treaty with Panama. 

During the submission of our statement to the committee, you expressed the 
view that a comment on page 5 of our statement to the effect that the operation 
of the Panama Canal Company “has not cost the taxpayers one cent” is not an 
accurate statement. We wanted to be absolutely certain that we furnish a 
proper answer to that question. In preparing for the hearings on the treaty 
itself, we did not anticipate going into the rather complex fiscal structure of 
the canal and thus are taking this opportunity to furnish these more detailed 
figures to you. 

In my testimony I mentioned that the canal accounting had to be thought of 
in two parts: (1) the period 1914 to 1951 and (2) 1951 to the present. The 
reason for this is that in Public Law 841 a new accounting system was set up 
for the Panama Canal Company and became effective July 1, 1951. 

In making the statement that the Panama Canal Company “has not cost the tax- 
payers one cent,’ we had in mind the relationship between the surplus covered 
into the Treasury from the opening of the canal to 1951, which totals $273 million 
and adding to that the $14 million which the Governor’s reports show has been 
the surplus from 1951 to 1954, a total return to the Treasury of $287 million. 

salancing this against the $276 million, which the canal, locks, et cetera cost to 
build, and noting the fact that all required costs of annual operation had been 
paid for, we stated that the net cost to the taxpayer had been zero. However, in 
checking these figures, we discover that we erred on the side of conservatism. 

The attached is a table reflecting the financial results from 1914-1954 of both 
the construction and operation of the canal itself, as well as its business activ- 
ities, and including the cost of civil functions of the Zone Government. That 
table shows that the canal has returned to the Federal Treasury the entire cost 
of annual depreciation of the cost of construction of the canal, construction of 
the ancillary business and commercial activities, construction of facilities for 
the Zone Government and for the annual operating cost of the entire company 
and government enterprise at the canal, and in addition has returned to the tax- 
payer up until 1951 a total of $40 million. Since 1951, as noted in the hearings, 
$14 million has been added, making a total return of $54 million over and above 
all costs through fiscal 1954. 

The conclusion which is relevant to this financial data, in our opinion, is that 
the tolls payers have been overcharged. We developed these preliminary figures 
in the hearings and submit these more complete figures for the record in order 
to make perfectly clear the manner in which the commercial tolls payer has not 
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only fulfilled his financial obligation at the canal, but has paid for the expensive 
Zone Government as well, and has returned a handsome profit to the Federal 
Government in the bargain. This being the case, it seems unthinkable to us 
that the tolls payer should be asked to bear a further financial burden which 
arises out of political negotiations and does not affect the primary functions of 
the Panama Canal—namely the transiting of vessels. 

When we add the additional factor that canal accounting does not reflect any 
considerations of the inherent defense utility of the canal, which has provided 
the United States with a 2-ocean Navy in 3 major conflicts to date, the whole 
proposition of the Federal Government further taxing the commerce of the 
Nation and the world to pay its own political debts is almost ludicrous. 

We would urge that this aspect of the treaty be given careful development in 
the forthcoming floor debate. 

Very truly yours, 
RosBert E. Mayer, President. 


Mr. Garmatz. I understand there is to be a vote on the floor of the 
House immediately on the farm bill, so we will have to adjourn. We 
cannot continue our hearing tomorrow because there are other meet- 
ings set up for tomorrow. We will have to notify the witnesses of 
our next meeting date. 


(Thereupon, at 12 noon, the committee adjourned subject to further 


notice. ) ail 
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WEDNESDAY, APRIL 25, 1956 






House or REPRESENTATIVES, 
PanaMa CANAL SUBCOMMITTEE OF THE 
CoMMITTEE ON MercHANT MarINE AND FISHERIES, 
Washington, D. C. 

The subcommittee met at 10 a. m. in room 219, House Office Building, 
Edward A. Garmatz (subcommittee chairman) presiding, for the 
further consideration of H. R. 5733. 

Mr. Garmatz. The committee will come to order. 

We will resume the hearing on H. R. 5733, a bill introduced by our 
chairman, Mr. Bonner, to add sections 246 (f) and 412 (b) of title 2 
of the Canal Zone Code, as amended. 

1s Mr. Dewey here from the Pacific American Steamship Associa- 
tion ? 

Give your name and title for the record, Mr. Dewey. 


STATEMENT OF RALPH B. DEWEY, VICE PRESIDENT, PACIFIC 
AMERICAN STEAMSHIP ASSOCIATION, ACCOMPANIED BY HUGH S. 
WILLIAMSON, VICE PRESIDENT, ASSOCIATION OF AMERICAN 
SHIP OWNERS AND ALVIN SHAPIRO, VICE PRESIDENT, AMERI- 

CAN MERCHANT MARINE INSTITUTE—Resumed 





















Mr. Dewey. Mr. Chairman, my name is Ralph B. Dewey. I am vice 
president of the Pacific American Steamship Association. Appearing 
with me is Hugh S. Williamson, vice president of the Association of 
American Ship Owners, and Alvin Shapiro, vice president, American 
Merchant Marine Institute. The combined membership of our three 
associations representing substantially the entire American Merchant 
Marine and most of the American-flag users of the Panama Canal. 

We are opposed to this legislation which would amend the Canal 
Zone Code so to require the depreciation of nonwasting assets, which 
depreciation would become an annual charge against canal operations 
and, therefore, be directly reflected in the tolls base. This legisla- 
tion would go far toward putting the canal on a self-liquidating basis. 
But self-liquidation is not required in the law, nor is there any legisla- 
tive history to indicate it. The purpose of Public Law 841 was not that 
the canal should be self-liquidating, but rather that it should be self- 
sustaining, which indeed it has been. The law requires that interest 
be paid annually on the value of these nondepreciable items, and the 
law is being fulfilled. As tolls payers, we object, for reasons which 
experience has taught us so well, to the assuming of immediate annual 


37 







































38 INTEREST ON INVESTMENT IN PANAMA CANAL 


costs in the hopes that in some nebulous time in the future the costs 
of operation might go down. 

The assets heretofore classified as nondepreciables aggregate about 
$305 million and include such items of costs as lands, titles, and treaty 
rights, excavations and fills for the channels, harbors, and so forth, 
and interest capitalized during construction. These assets are of a 
nonwasting nature and with normal maintenance will last forever. 

To deprec iate these assets would violate fundamental principles of 
accounting, and ratemaking. 

A typical accounting definition of depreciation is that given by 
Earl A. Saliers in the textbook “Principles of Depreciation,” as 
follows: 


This loss of value, whether tangible or intangible in form, resulting from 
physical decay or from obsolescence or inadequacy, which indicate functional 
decay, is known as depreciation. It necessitates repairs, renewals, and replace- 
ments. Did it not occur, every outlay on plant would add to the investment. 

For ratemaking purposes, the authoritative definition is that given 
by the United States Supreme Court in Lindheimer v. Illinois Tel. Co. 
(292, U.S. 151, 167), as follows: 

Broadly speaking, depreciation is the loss, not restored by current maintenance, 
which is due to all the factors causing the ultimate retirement of the property. 
These factors embrace wear and tear, decay, inadequacy, and obsolescence. 
Annual depreciation is the loss which takes place in a year. In determining 
reasonable rates for supplying public service, it is proper to include in the op- 
erating expenses, that is, in the cost of producing the service, an allowance for 
consumption of capital in order to maintain the integrity of the investment in 
the service rendered. 

The canal is at present in a profit position. Earnings in excess of 
all costs totaled $13.6 million for the 1952-55 period. The effect of 
this legislation, together with the proposal in H. R. 5732, would be 
to retroactively increase annual costs from 1952 to 1955 totaling more 
than $10 million, at a minimum, or $22 million at a maximum, depend- 
ing on which date is selected for commencement of the calculations. 

In past ss ‘riods, such as the late 1920’s and 1930's, as well as at the 
present time, when the canal operation has shown a substantial profit, 
the management has been faced with the choice of either adjusting 
the tolls or increasing the cost of operation in order to reduce profits. 
In the early 1930’s, the management imposed upon itself a $15 million 
annual interest payment, retroactive to 1921, so as to wipe out a huge 
surplus built up over a number of years. This was an arbitrary de- 
cision, which was never supported in law. 

Consistent with past practice, therefore, the management suggests 
in H. R. 5733 an increase in annual cost retroactive to 1951, rather 
than an adjustment of the toll. As the principal customers of the 
canal, United States shipping takes strong exception to such ex post 
facto proposals. 

The committee is fully aware of the controversy as to whether or not 
the canal is being ope rated in the manner intended by Congress. In 
our view, it w ould be inequitable to accede to a management t proposal 
for increasing annual costs without at the same time giving full con- 
sideration to other proposals for fiscal and managerial reform which 
are equally worthy of consideration by this committee. We oppose 
H. R. 5733 on grounds it is piecemeal treatment of a broader pro Diet 
and we urge that action be withheld on this legislation until an entire 
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legislative review can be made of other proposed changes in the Canal 
Zone Code. 

Mr. Chairman, I have several comments that I would like to add to 
my prepared statement. That is that this proposal may have some 
merit. But we see no merit to the proposal as piecemeal legislation 
at this time. We think it should be considered along with other pro- 
posals now before this committee. 

I repeat again, this proposal may have some merit, but to take it en 
vacuo apart from the other proposals for legislation is, in our view, 
inequitable treatment of a very broad problem which is before this 
committee. 

Mr. Garmatz. Mr. Kluczynski? 

Mr. Knuczynskt. No questions. 

Mr. Garmatz. Mr. Mailliard. 

Mr. Maruizarp. Mr. Dewey, taking your point of view that this 
proposal should be considered in connection with other proposals as 
to how rates or tolls should be determined for the canal, I do not know 
if you were here the other day when the General Accounting Office 
suggested a change in this bill. Did you hear the testimony on that? 

Mr. Dewey. They did suggest a change. I wonder if we are both 
thinking of the same change. 

Mr. Marzano. Apparently there is some doubt among some who 
have studied this particular bill as to whether the language on page 1, 
lines 9, 10, and 11, are quite clear as to the intent. 

Mr. Dewey. We are both thinking of the same change, then, Mr. 
Mailliard. Under any circumstances that this bill might be passed, 
we would certainly object to any calculation that did not go all the 
way back to the beginning when the facility became useful. 

Mr. Maitirarp. Do you feel that the language that is in the bill is 
clear in regard to that point / 

Mr. Dewey. I certainly do not. It looks to me that they have given 
you two choices, either to go back to 1951 or back to the commencement 
of the useful life of the asset. They have left the committee in a 
state of confusion. 

Mr. Marnurarp. That is the point I wondered about. T am not an 
attorney myself. I thought you might have an expert opinion as to 
what this language means when the distinction is made between 
amortized as of one date and depreciated as of another date. I would 
agree if this is to be done, since the testimony is that the revenues of 
the canal in the past years have been adequate to cover such a pro- 
cedure, obviously it would seem equity would require that it begin 
as of the date these facilities were placed in service. I wondered if 
you had any specific language in mind to clear that point ? 

Mr. Dewey. If we were to take all the proposals before this com- 
mittee, including this one, and rationalize them, I think we would 
have language to clear that up at this time. We would hope this legis- 
lation could be held up pending that time when we could clear up all 
these problems. This is certainly a glaring example of the need for 
clarification in language. I would be glad to give my own views as 
to what language should be changed in H. R. 5733 so as to insure that 
it would be calculated as of the date that the facility became useful 
to the United States. 

Mr. Marrriarp. With reference to other legislation on the subject 
of tolls, which is your primary interest, there are bills that were in- 
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troduced some time ago but on which action has not been taken be- 
cause the proponents have come up with new ideas, and I believe 
hearings on the new ideas have been held on the Senate side. So I 
would question whether there would be any value in the committee 
taking up the legislation that is before it at this point. Would you 
agree with that? 

Mr. Dewey. I am not sure I understand the question. 

Mr. Maru1arp. Many of us, including myself, introduced bills hav- 
ing to do with the determination of tolls. Those bills. are obsolete 
at this point. 

Mr. Dewey. If the Senate proceeds to take up these new proposals 
together with the old proposals, and if the Senate moves forward, 
this committee may have before it a bill passed by the Senate and 
could consider them all at once. 

Mr. Mariuiarp. Then you feel this committee should hold this legis- 
lation in abeyance until such time as the other proposals are before it 

Mr. Dewey. That is right. 

Mr. Mariuiarp. That is all. 

Mr. Garmatz. Mr. Dorn. 

Mr. Dorn. No questions. 

Mr. Garmarz. Mr. Chase. 

Mr. Cuase. Please do not think you have to answer this question. 
I appreciate the fact that in your written statement you take a very 
strong position against the depreciation of these nondepreciable assets. 
However, in your oral statement you said that this proposition may 
have some merit. Would you care to elaborate on that? What merit 
do you think it might have? 

Mr. Dewey. Mr. Chase, I would answer that question this way. A 
number of the proposals which are pending and to which the industry 
subscribes make provision that certain fiscal and managerial reforms 
be instituted which would have the effect of placing upon the agencies 
and entities who are most concerned with those costs, placing upon 
their shoulders a cost now borne by the tollpayers. If those proposals 
are acceptable, certain other proposals by management might be ac- 
ceptable. But there is a controversy through the whole Canal Zone 
Code as to the responsibility of the tollpayers, the Federal Govern- 
ment, and other parties of interest, as to who is paying a fair share 
and who is not. It seems to me to take this legislation separately, and 
to pass it perhaps separately, is to say on its face that the tollpayers 
are wrong and that the management is right. I think you have to de- 
cide what is wrong and what is right in a package operation. 

Mr. Williamson may have a comment on that. 

Mr. Witutamson. Yes, I would like to make one comment. You 
have, in my opinion, before you a most significant exhibit, and I 
think the truth is subscribed by the General Accounting Office. If 
one should accept all the recommendations of your accountants, the 
General Accounting Office, and apply them from the beginning of 
the use of the canal to date, the tollpayers have paid back to the Gov- 
ernment every cent it has invested in the canal plus $30 million to 
$50 million. We, in short, have been overcharged for years and are 
being overcharged now. 

Mr. Garmatz. Mr. Zincke, committee counsel, may have some ques- 
tions. 








INTEREST ON INVESTMENT IN PANAMA CANAL 41 


Mr. Zincke. Mr. Dewey, in view of the wave of anti-colonialism 
that exists in the world today, have you any opinion as to the attitude 
or the probable attitude of either Panama, the United Nations, or the 
United Nations successor, to continued occupancy of the Canal Zone 
by the United States at a time when the United States total investment 
had been recovered ? 

Mr. Dewey. Mr. Zincke, our association and our colleagues in the 
industry have given considerable thought to that aspect of writing off 
the entire investment in the Panama Canal. We do not pose as any 
foreign policy experts, but it does seem that if you write off the entire 
investment through this amortization schedule, you do set the stage 
for later years when those who are reaching out for an excuse to make 
it embarrassing for the United States to retain its present position at 
the canal, you make it possible for those parties to argue that the 
United States has recovered its entire equity at the canal and there- 
fore that the only thing remaining, perhaps, is the vested right itself. 

I do not know if that answers the question you had, but it certainly 
sets the stage for setting up the canal for grabs. 

Mr. Counsel, I might add one comment to what I have already said 
on this subject. Dr. Richard J. Alfaro, President of the Panamanian 
Delegation to the United Nations, in November 1946 addressed the 
General Assembly in the following language, and I quote: 

The strip of land known as the Panama Canal Zone has neither annexed, 
ceded nor leased, nor has its sovereignty been transferred by Panama to the 
United States. The United States administers this strip of land by virtue of a 
very specified stipulation in Article II of the Treaty * * * (in) 19038, which 
reads as follows: 

“The Republic of Panama grants to the United States the use, occupation, and 
supervision of a zone of land and of lands covered with water for the construc- 
tion,” ete. 

Now, if Dr. Alfaro is correctly quoted, he leaves out several funda- 
mental aspects of our tenure at the canal. He leaves out the words 
“in perpetuity” after the granting phrase, a very important element of 
absolute title. And he substitutes the word “supervision” for “con- 
trol,” another very important difference. 

It just seems to me that there are individuals in a position of au- 
thority who look upon our tenure at the canal as something that is 
transitory, and to write off any investments the United States may 
have, is something to which this committee ought to give serious con- 
sideration to. 

Mr. Zincxe. Mr. Chairman, I offer for the record a cartoon appear- 
ing in a Spanish language publication, La Hora, on August 8, 1955. It 
depicts General Nasser of Egypt calling President Arias of Panama 
on the telephone and saying, “I already have my canal. How about 
you?” 

Mr. Garamrz. Without objection it may be made a part of the 
record. 

Mr. Zincxe. Mr. Chairman, I offer for the record a letter from Mr. 
Lavern R. Dilweg, Counsel and Washington representative for the 
United States Citizens’ Association, whose membership is composed of 
United States civilian citizens residing in the Canal Zone. 

Mr. Garmatz. Without objection it will be made a part of the record. 
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( The letter referred to is as follows:) 


Washington, D. C., March 20, 1956. 
Hon. HERBERT C. BONNER, 
Chairman, Merchant Marine and Fisheries Committee, 
House of Representatives, Washington, D. C. 


DEAR Mr. Bonner: I am acting counsel and Washington representative for the 
United States Citizens’ Association whose membership is composed of United 
States civilian citizens residing in the Canal Zone. This association is an active 
and aggressive one, now strongly entrenched and giving voice to the individual 
Company/Government employees’ interest and attitude on any and all matters 
which affect his welfare. 

I am informed that your committee will consider the proposed legislation in 
H. R. 5732, 5733, 4652 and 6245 on Wednesday, March 21, 1956. I respectfully 
request that this letter be inserted in the record of hearings so that the commit- 
tee may have the benefit of the views of our Association on this pending legisla- 
tion. 

H. R. 5732 repeals section 412 (e) of title 2 of the Canal Zone Code, as amended, 
and, if enacted, would return to the capital structure of the Panama Canal Com- 
pany approximately $78 million—which represents interest during construction. 
This interest cost was excluded from operations because Congress recognized 
that there is a national defense value of the canal. Prior to the enactment of 
P. L. 841, Government vessels transited the canal free of tolls. Since July, 1951 
tolls have been levied against Government vessels at the same rates as commercial 
vessels. In July, 1954, the Division of Audit, General Accounting Office, recom- 
mended the proposed legislation advancing the reason that since the Government 
is currently paying the full share of canal maintenance and operating costs on 
the basis of use, concessions to ship operators are no longer necessary. Our 
association cannot follow this reasoning since the original concession $78 million 
placed a valuation for national defense as of the time P. L. 841 was enacted and 
present toll charges for Government vessels represents a recognition that there 
is a continuing value chargeable to national defense. We must therefore oppose. 

H. R. 5733 which provides that nondepreciable assets be depreciated from date 
of placement in service to July 1, 1951 and remaining balance be amortized at rate 
of 1 percentum per annum from July 1, 1951. If enactment of this legislation 
reduces present obligation of the Panama Canal Company, we are in favor of 
same. 

H. R. 4652 authorizes the Secretary of Treasury to transfer certain property, 
comprising aids to navigation, to the Panama Canal Company. Our association 
opposes this legislation since many vessels other than those transiting the canal 
benefit from aids in question. We estimate this transfer would increase the 
annual obligations of the Company at least $200,000. 

H. R. 6245 authorizes the Panama Canal Company to convey to the Department 
of State an improved site in Colon, Republic of Panama. We support this legis- 
lation but suggest that the Company be reimbursed to the extent of receiving 
credit for its fair market value against its capital structure. 

Respectfully submitted. 

LAVERN R. DILWEG. 


Letters from Treasury and Comptroller follow :) 


TREASURY DEPARTMENT, 
Washington, June 28, 1955. 
Hon. Hereert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House Office Building, Washington, D. C. 

My DeAR Mr. CHAIRMAN: Reference is made to the request of your committee, 
dated April 22, 1955, for a report on H. R. 5733, a bill to add sections 246 (f) and 
412 (b) of title 2 of the Canal Zone Code, as amended. 

The bill provides for the amortizaton commencing as of July 1, 1951, or the 
depreciation from the date of placement into service of certain fixed assets of 
the Panama Canal Company which were treated as nondepreciable prior to July 1, 
1951. The amortization or depreciation would be at the rate of 1 percent per 
annum and the amounts thereof accruing subsequent to June 30, 1951, would 
be paid into the Treasury annually as miscellaneous receipts to the extent 
earned. 





INTEREST ON INVESTMENT IN PANAMA CANAL 43 


The Treasury Department is generally in accord with the principle of re 
covering the Government’s investment in income-producing enterprises. How- 
ever, we do not have sufficient information to make comment on the merits of 
the provisions of the bill for the depreciation of fixed assets which, before July 
1, 1951, were treated as nondepreciable. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
W. RANDOLPH BURGESS, 
Acting Secretary of the Treasury. 





COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, March 21, 1956. 
Hon. HERBERT C. BONNER, 
Chairman, Committee on Merchant Marine and Fisherics, 
House of Representatives. 

Dear Mr. CHAIRMAN: Reference is made to your letter of March 8, 1956, 
acknowledged March 9, requesting our views and recommendations on H. R, 
5733 concerning the depreciation or amortization of certain fixed assets of the 
Panama Canal Company treated as nondepreciable and the liquidation of the 
Government’s investment by the recovery of such costs through tolls. 

Since the bill would amend section 412 (b), title 2, Canal Zone Code, rather 
than add that section, we suggest that the title of the bill be reworded to read: 
“A bill to add section 246 (f) and amend section 412 (b) of title 2 of the Canal 
Zone Code, as amended.” 

Concerning the proposal in section 1 of the bill that a new subparagraph (f) 
be added to section 246, title 2, Canal Zone Code, we favor the depreciation 
or amortization of the fixed assets which were transferred to the Panama Canal 
Company and which were not depreciated by the former Panama Canal Agency. 
These assets amounted to approximately $343 million as of June 30, 1955, and 
consisted of costs of excavation and fill of channels, harbors, basins, dams, spill- 
ways, and other tangible and intangible construction costs. We suggest that 
in lieu of the word “nondepreciable” in the proposed legislation there be used 
language specifically referring to the costs above mentioned. 

The effect of the language “shall be either amortized commencing as of July 
1, 1951, or depreciated from the date of placement in service” is not clear to us. 
It is our view that the costs involved should be amortized over the estimated 
useful life of the canal, which in the case of the locks and chambers has been 
established as 100 years, and that such depreciation or amortization should be 
computed from August 14, 1914, the date the canal was opened to traffic, or 
from the date the asset was placed in service if later than August 14, 1914. The 
income of the Panama Canal Agency from 1914 to 1951 was adequate to cover 
depreciation or amortization of assets previously considered nondepreciable and 
to provide adequate provisions for depreciation on other assets. Consequently, 
we believe it would be inequitable to require future customers to pay for deprecia- 
tion or amortization accruals which although not recorded have been recovered. 
See recommendation No. 4, page 9, of our Report on Audit of the Panama Canal 
Company and the Canal Zone Government for the year ended June 30, 1954, House 
Document No. 160, 84th Congress, Ist session. Also see our 1953 audit report, 
House Document No. 473, 83d Congress, 2d session, page 21, recommendation 
No. 4. 

We are in agreement with the provision of section 1 which provides that the 
annual depreciation or amortization costs be deposited into the United States 
Treasury annually as a reduction on the Government’s investment. The proposal 
is consistent with the provisions of existing legislation requiring the Company 
to reimburse the Treasury annually for depreciation on Canal Zone Government 
properties. See recommendation No. 1, page 8, or our 1954 audit report covering 
systematic refunding to the Treasury of the Government’s investment in the 
Company. The adoption of our recommendation would require the annual pay- 
ment into the Treasury of funds in excess of immediate needs but in an amount 
at least equal to the total depreciation and amortization of the canal enterprise 
for the year. 

Section 2 of the bill would provide for including in the toll rate base the 
“amortization of any fixed assets which are classifiable as nondepreciable.” 
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Unless depreciation or amortization of these costs is recognized in establishing 
toll rates, the United States Government will recover only a small part of its 
investment in the canal. We believe these costs should be recovered from tolls. 

The proposed amendment to sec‘ion 412 (b) would retain the language “as far 
as practicable.” Our view as expressed in our audit reports on the canal organi- 
zation for the fiscal years 1952, 153, and 1954 is that the quoted phrase be 
deleted and that there should be incorporated in the law language providing 
for (1) an allowance for contingencies to be recovered through tolls, (2) alloca- 
tion of an appropriate share of the net costs of the Canal Zone government to 
transiting activities on the basis of gross investment in fixed properties, if a 
formula is to be specified in the legislation, and (3) a requirement that losses 
sustained by the Panama Canal Company in the operation of business activities 
be recovered through tolls. 

In furtherance of the basic concept that the canal enterprise be self-sustain- 
ing and self-liquidating, our audit reports also have recommended (1) reim- 
bursement of the canal organization for services rendered for the benefit of 
other Government agencies, and (2) payment of interest on the net investment 
of the Government in the Canal Zone Government. 

In our audit reports we have recommended a pricing policy to be followed in 
determining prices for commodities and services furnished by the canal or- 
ganization to its employees and other customers. The adoption of the pricing 
policy and the other recommendations above would obviate the necessity for 
the allocation formula specified in section 412 (b), title 2, Canal Zone Code. 

It is our view that the net cost of all facilities and appurtenances directly or 
indirectly related to the operation of the canal should be an element in the 
fixing of tolls. 

Additionally other items recommended in our audit reports which we feel 
warrant serious consideration are (1) creation of a single independent agency, 
(2) transfer of emergency fund into the United States Treasury as a dividend, 
(3) reimbursement to the Treasury by the Company of any increase in annuity 
payments arising out of treaty agreements entered into subsequent to March 
2, 1936, and recovery thereof through tolls, (4) transfer of Canal Zone postal 
service to the Post Office Department, (5) limitation of retention of funds by the 
Company to those considered necessary for capital expansion for the ensuing 
year, and (6) authorizing of differential and leave privileges for Canal Zone 
employees consistent with those applicable to other Government employees. 

We feel that the foregoing recommendations are essential if the canal enter- 
prise is to operate on a self-sustaining and self-liquidating basis. The bill, 
H. R. 5733, would materially assist in carrying out the basic concept. Moreover, 
our examination of the canal organization shows that the existing toll rates have 
been sufficient to cover these costs, and we believe that the recommendations will 
result in equitable and fair treatment to the employees, the shippers, and the 
Federal Government. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


Mr. Garmatz. That concludes the hearing on H. R. 5783, 
(Thereupon, the hearing on H. R. 5733 was concluded.) 
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